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Cnp;r"ioght 2010 Yahoo! Inc. http://finance .yahoo .con/ y (+) Apo”o, along with its main COmpet'tOrS, posted

T better than expected increases in enrollment,
Key Stock Statistics revenues, and earnings in 1Q fiscal 2010 and is
52-Week Price Range $52.71-81.20 still trading below its long-term comparable P/E
Market Capitalization (B) $9.7 with the S&P 500. We feel this is because of the

uncertain regulatory environment, but going

Shares Outstanding (M) 157.8 forward we see it trading closer to its historical
Institutional Ownership 86.4% P/E.
6Q-Month Bgta 0.87 ¥V (+) Management reported that the University of
Dividend Yield N/A Phoenix experienced a higher growth rate in the
Price/Earnings (ttm) 14.7 bachelors degree program versus the associates
Price/Book 6.53 degree program for the first time in three years.
Price/Sales 1.9 V (+) As the US shifts toward a more serviced
ROA (ttm) 18.65% based economy more peopl_e will need to go chk
ROE(it 48.86% to school for a degree as prior jobs, and the skills
(ttm) o070 required for them, may no longer be there.
Projected 5-Year Growth 8.30% . ) )
¥ (-) We continue to see an increase in students

EPS ($) seeking associates degrees, which is traditionally
Year 2007 008 009 2010E 2011E  2012E a lower tuition, lower retention rate, and higher
EPS 237 290 379 392 476 584 bad-debt expense program.

AIIearningsrepresenftrsirrlliglgﬁggi?cSﬁtierzgtigoar;ﬁselmdhavebeenfiltered ' (_) We eXpeCt a Sustained hlgh unemployment
Valuati del rate to result in an increase in default rates and

aluativiodels bad debt expenses, putting pressure on revenues
Discounted Cash Flow $108.00 and possibly access to Title IV funding.
Economic Profit $108.00 ¥ (-) Traditionally 94% of ApolloOs total revenue has
Relative P/E $72.87 come from the University of Phoenix. Should
Price-to-sales $75.91 there be any problems with growth or earnings at

University of Phoenix, Apollo will suffer as well.

¥V (-) Although we do no expect this, a negative
finding from the SEC inquiry or adverse affects of
regulation could materially affect the revenues of
Apollo.
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EXECUTIVE SUMMARY

We feel the proprietary education industry is an
attractive area of the market to currently invest in,
although uncertainties regarding government regulation
and the effects of sustained high unemployment have
made us a little more cautious. APOL is the industry
leader in this market and has increased revenues and
enrollment regardless of the economic environment.

We remain cautious and recommend a OHOLDO on this

stock as we already own it in the portfolio.

We are very upbeat on the prospects for Apollo Group
with their recent acquisition of the London based
education company, BPP, in 4Q fiscal 2009 and their
recent earnings call showing increases in enrollment,
revenues, and earnings. If Apollo Group is able to
control its increasing bad debt expense, integrate BPP
in a reasonable time period, and properly deal with
increased regulation and the SEC inquiry, we would
consider increasing our position and outlook for this
stock.

COMPANY DESCRIPTION

The Apollo Group Inc. was founded in 1973 with the
idea of providing higher education to a non-traditional
student base comprised of older working adults. Today
Apollo Group is a leader in the for-profit education
market through a number of wholly owned subsidiaries
that include:

¥  The University of Phoenix
¥  Apollo Global
¥  Other Schools

Exhibit A
2009 APOL Revenue Breakdown

& University of
Phoenix
& Apollo Global
94, 78% OtherSchools
. .

Source: Apollo Group 2010 Annual Report

The University of Phoenix: The University of Phoenix
(UPX) is the flagship company of Apollo Global and has
traditionally made up around 94% of APOLOs anual
revenue (Exhibit A) and as expected is the main driver

therefore will be the focus of this report. UPX has been

an accredited institution since 1978' offering
associateOs, bachelorOs, masterOs and doctoral level
programs both online and onsite at 39 locations. The
target of UPX is the new Oworking learnerO, made up of
self-supporting individuals between the ages of 25-34
whom often live off campus and pursue a degree part-
time. Current enrollment at the University of Phoenix is
443,000 students.

Apollo Global: Apollo Global is a joint venture with the
Carlyle Group in which APOL currently owns 86.1%.
Apollo GlobalOs focus is to expand investments inthe
education services industry internationally. BPP
College of Professional Studies was acquired by APOL
in July 2009 and is the first proprietary institution to be
given degree-awarding powers in the UK. BPP is
expected to provide a solid source of income for APOL.
This acquisition, the risk associated with it, and the
outlook for BPP will be discussed further in the ORecent
DevelopmentsO section of this paper.

Other Schools: This segment includes Insight
Schools, Western International University, IPD, CFFP
and Meritus. Insight Schools offers online high school
education courses and currently makes up less than
1% of total revenue for APOL. Before the end of 2009,
APOL hired an investment bank and has been actively
trying to sell Insight Schools as management feels that
increasing compliance requirements and administrative
challenges have severely limited growth potential.
Going forward Insight Schools will be included as
Odiscontinued operations® on the 2010 Income
Statement and we will not forecast, nor discuss, Insight
Schools in any further detail, in the rest of this report.
Western has been an accredited institution since 1984
and offers associateOs, bachelorOs and masterOs
programs at its location in Arizona as well as online.
IPD helps private colleges and universities establish or
expand programs for working learners through
consulting services and program development. CFFP
offers financial service education programs online and
from its Colorado headquarters. Meritus is an online
degree program for students in Canada."

Growth and Strateqy

APOLOs stated goal is to Ostrengthen and capitalize on
our position as a leading provider of high quality,
accessible education for individuals around the world by
affording strong returns for all of our stakeholders:
students, faculty, employees, and investors.® Further,
APOL has discussed that UPX be their highest priority
going forward as it provides the highest return on their
investment.

APOL has seen its revenue increase each of the last

for APOLOs success. Management has stated in three years with an average growth of 17.3%, attributed

numerous reports that UPX is their highest priority and

to higher enrollment growth at UPX, (over 10% per year
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the past three years), as well as selective 5-10% tuition continuing, they are testing a new program called
increases in July of 2008. We expect enrollment growth OUnversity Orientation.D This is a free 3-week program
to continue above 10% for each of the next three years that certain students will be required to take prior to
as more people look for ways to increase their earnings enrolling in school to help them understand the
level in a tough job market. Increases in tuition ranged challenges of college and taking on debt. Management
from 10% for associateOs degree programs to around believes this will help to increase the retention rate and
5% for bachelorOs and masterOs programs. Howeverdecrease the bad debt expense. The impact has been
profit margins have remained steady the last three seen at the associateOs degree level, decreasing the
years at 15% as associateOs degree programs, which possible enroliment growth by a Ofew hundred basis
have been increasing at a higher rate than other points,O however, it will result in the company being
programs, as seen in OExhibit BO, have lower tuitionmore profitable in the long run. We think that this is a
prices and make up a larger portion of the bad debt step in the right direction, but believe, as does
expense. management, that the bad-debt expense will continue
to increase the next couple of years, we have it

Exhibit B forecasted at 4-6%, as the economy proves to be
Degreed Enrollment UPX: 2006-2009 challanging and enrollment in associate degree

Thousands programs continues at a high rate. APOL has also seen
500 its ROIC around 47% the past 5-years and we do not

see this number changing much as increases in
economies of scales are offset by other expense
increases, namely bad debt.

400
H Associate's

300 Bachelor's

“ Master's APOL also plans to pursue other opportunities to invest

Doctoral in or partner with institutions of higher learning that they

100 1 believe will be beneficial and attractive in the long-term.

otal LY

A recent example was the completed acquisition by

NN e e e Apollo Global of BPP; a United Kingdom based

company that provides training and education to legal

and finance professionals at its locations throughout the
UK, for $506.5M cash, which will be discussed briefly.

200

2006 2007 2008 2009
Source: Apollo Group 2010 Annual Report

The increases in associates degrees at a higher rate is
attributable to associates degrees being the easiest to RECENT DEVELOPMENTS
obtain on a time and cost basis, making it popular for
people out of work looking for a quick career change.
OExibit CO shows that when associateOs degree seeking{ﬁ
students as a percent of total enrollment started to
increase at a dramatic rate in 2005, the bad debt
expense as a percent of total revenue started to
increase at a higher rate as well.

Exhibit C

100.00%
2004 2005 2006 2007 2008 2009

Apollo Fiscal 2010 1Q Earnings Release
POL announced its 1Q results for the period end
ovember 30, 2009 on January 7, 2010. For all of
APOL, including the acquisition of BPP, revenue was
up 31% to $1.3B and net income increased 27% to
$229M, or $1.47 per share.” This beat analyst
expectations of $1.23B in revenue and earnings of
$1.46 per share. "Total enrollment increased 3% to
455,600 students and bachelorOs degree seeking
students grew at a faster rate than associateOs for the
first time in three years. We are very pleased with
these results, especially the increase in bachelors
—&— Associates as % of programs. However, bad debt expense has continued
Total Enrollment to increase and management said they believe the
+3§j§¥;’:§ﬁ;‘§j“s”s recent trend will continue in the near term. They
’ ultimately think through a change in the student mix,
better preparing incoming students for college, and
improving economic conditions their bad debt expense
will trend down.

10.00%

1.00%
Source: Apollo Group 2010 Annual Report BPP Acquisition
As mentioned earlier, Apollo Global acquired BPP in
July of 2009, for $506.5M cash. The acquisition gives
APOL a European presence in an established

3

Management stated in their latest conference call that
this is a growing concern, and to prevent this from
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proprietary education program that has multiple
locations and the desire to go online. As shown in
Table I, net revenues have decreased at BPP for the
past two years and we expect this trend to continue.
Following a more traditional college calendar, BPP
faces the effects of seasonality with revenues being
higher in the 1Q and 3Q and lower in 2Q and 4Q. From
looking at the first 2Q of results from BPP under control
of APOL (4Q 2009 and 1Q 2010), which we feel are a
good predictor for the other half of the year, we are
expecting revenue at BPP to be around $2.3B for fiscal
year 2010.

Table |

Revenue 322,925 266,732 218,720
Net Income 3,068 18,004 14,763
Profit Margin 0.95% 6.75% 6.75%

*4POL 10-K pg. 102, Expectations are from the Analyst

According to management BPP, like all colleges, is
dependent on its reputation and being the first
proprietary school in the UK and now US owned, has
faced criticism. Further BPP has large fixed cost and
may have trouble dealing with declining revenues.
Management has stated they cannot with Oany degree
of certaintyO predict what future enrollment may be like.
Therefore, we are expecting revenues at BPP to
decrease about 15% the next couple of years as APOL
finishes its take over of the company and the economy
in the UK and Europe, much like the US, continues to
face multiple headwinds. Out further we believe that an
improving economy and management at APOL, with a
proven track record, will at least be able to help BPP
grow around the rate of inflation or about 2.5% per
year.

SEC Inquiry
In October of 2009, the Securities and Exchange

Commission stated that they would be conducting an
informal inquiry into the revenue recognition practices
at APOL. The majority of APOLOs revenue is
recognized pro-rata over the course of the program that
an individual is taking. Management believes they are
in full compliance with all GAAP policies and have no
further comment at this time. APOL, specifically UPX,
was already under scrutiny by the SEC for the untimely
return of unearned Title IV funds when students
dropped out. APOL has already accrued a $1.5M
liability loss in the 2010 1Q statements that it believes it
will be liable for. Also, UPX will have to post a $125M
letter of credit from January 31, 2010 to September 30,
2011 in relation to this.”" We will be keeping a close
watch on these developments, but based on

managements comments and other analyst
expectations we do not expect a negative ruling.
INDUSTRY TRENDS

Counter Cyclical
As a countercyclical industry, education services have

done well the past couple of years with the US in one of
the worst recessions since the Great Depression and
an unemployment rate near 10%. As companies cut
payrolls to reduce cost many individuals have gone
back to school as a way to differentiate themselves
from the rest of the workforce.

Although historically countercyclical, we expect this
industry to do well, as unemployment will remain high,
even as the economy recovers, unlike past recoveries.
This will continue to spur the need for education. Only
30% of the US population has a bachelorOs degree and
this number is expected to increase to over 50% in the
next 50 years." This is a particularly good outlook for
APOL as they are trying to increase their student mix at
UPX, as associateOs programs havebeen the highest
growth area the last few years

Regulation
As a for-profit provider of higher education and a

recipient of Title IV funding, APOL is subject to very
strict US regulation at the federal and state level. Title
IV programs are a source of federal student aid through
grants, loans and work-study programs.

The Higher Education Opportunity Act of 2008: This
is a reauthorization of the original Higher Education Act
that imposes regulatory scrutiny on proprietary
education institutions that take part in federal aid
programs know as OTitle IVO in the Higher Education
Act. As part of this regulation the Department of
Education will begin to publish a list of colleges with the
highest cost and highest cost increases.” If any of
APOL subsidiaries are on these list they could be
viewed negatively by the public and adversely affect
student enrollment and ultimately the revenues of
APOL. Further, uncertainty remains about other parts
of the act, and although APOL is interpreting these
rules to the best of their ability, any misinterpretation
could materially affect APOL.

Financial responsibility: A measure of the schools
financial stability given by the Department of Education.
Comprised of three ratios that measure the institutions
capital, liquidity and profitability. With a high score
equal to 3, anything under 1.5 is considered
unacceptable and may result in ineligibility for Title 1V
funding. UPX currently exceeds the minimum
requirement of 1.5.%
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Gainful Employment: The proposed rule would require
that a graduateOs annual debt repayment not exceed
8% of expected earnings per year, based on a 10-year
repayment plan. The argument for this legislation is
that students should be able to pay for their education
and not go broke because of it. It would require
proprietary institutions to decrease cost or increase
their admittance standards; both could have negative
effects on revenue. Although APOL is uncertain of the
exact legislation and the effect it would have, they have
taken the right steps. Through the testing of the

feel that UPX, through these intiatives and other
necessary steps will be able to limit their use of Title IV
funds to an apporpriate level. However, should they be
unable to meet the 90/10 rule, and therefore lose their
Title IV funding, their business will be materially
affected and unable to operate in its current state.

Cohort Default: Institutions must maintain appropriate
cohort default rates on student loan repayments. If the
default rate exceeds 10%, the institution will have to
delay disbursement of federal funding to students by 30

OUniversity OrientationO program APOL is teachingdays. If an institutionOs default rate is greater than 25%

student of the rigors of college and taking on debt even

though management believes this has lowered their

enrollment growth by a few hundred basis points.

Further management is actively trying to move away

from such large increases in associateOs students and
have a more mixed enroliment growth.

90/10 Rule: Proprietary institutions will be unable to
receive Title IV loans if they derive more than 90% of
their revenues from this source. If an institution derives
more than 90% of revenues from Title IV for two
consecutive years it will be unable to receive funds from
this source.

Exhibit D

% of Revenue from Title IV

Programs
100%

80%
60%
40%
20% ]
i B =N B =

EDMC

0%

APOL DV ESI STRA

Source: Respective Company Annual Report

UPX, over the past three years, has started to approach
possible violation of the 90/10 Rule, and has the
highest percent versus its peers. (Exhibit D). The
percent of students using Title IV funding are higher in
the associateOs degree programs than in the other
programs. As the growth in associateOs degree
enrollment continues to increase at a faster rate than
other programs, so has the use of Title IV funding. The
Higher Education Act has provided tempory relief from
the loan limits for increases between July 2008 and July
2011, which would decrease the UPX rates between 50
and 300 basis points.” UPX has taken a number of
steps to decrease this rate such as emphasizing
employer-paid programs and encouraging students to
carefully evaluate their need for Title IV funding. We

for three consecutive years or above 40% for one year
the institution will be ineligible for federal aid.

UPX

93% 12% 7.3%
All Prop Postsecondary 11.0% 9.7% 82%
Institutions

*Data from APOL 2009 10-K

Published by The Department of Education the 2007
rates are measuring the percent of students who
entered into repayment during year-end September
2007 and defaulted by year-end September 2008. UPX
expects their cohort default rate to be above the 10%
level when the information is available for the 2008-
2009 periods. Increases in this are due to an
increasing number of associateOs degree students
relative to other programs who have historically had a
harder time repaying their loans, as well as a more
challenging economic environment. This currently is
not an issue for UPX, nor do we see it becoming a
problem, as they have already implemented a 30-day
delay in the disbursement of Title IV funding and we do
not expect them to near the 25% threshold.

MARKETS AND COMPETITION

Main Competitors

Devry Inc. (DV): DV offers associate, undergraduate
and graduate degree level programs on campus and
online. With a market cap of $4.4B in 2009 it is the
second largest in the industry but was the fourth largest
revenue generator in 2009 at $1.7B. DV offers
programs in around 300 locations including 40 foreign
countries and has a current enrollment of 81,000
students.

ITT Education Services (ESI): With a market cap of
$3.3B it is the third largest provider in the education
services industry. ESI offers degree programs to about
81,000 students through a combination of 105 institutes
and 9 learnings sites. It had revenue in 2009 of $1.3B.
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Strayer Education Inc. (STRA): Strayer offers a Proprietary education stocks have historically traded at
variety of post-secondary education programs both an average 1.6x next twelve month (NTM) P/E relative
onsite at over 79 locations and online with a current to the S&P 500. The stocks are, as of the beginning
enrollment of 54,000 students. STRA has a current of 2010, closer to 1.0x and below their long-term
market cap of $2.8B and last year had net revenues of average™. Further, APOL currently has a P/E of only
$512M. 0.69x the P/E of the S&P 500, well below the historical
average of its peer group. The reason that APOL stock
Education Management Corporation (EDMC): EDMC has underperformed recently is because of the two
offeres both on campus and online programs for recent announcements by the SEC into APOLOs
107,000 students at 93 locations in 28 staes. With a revenue recognition and accounting practices, dropping
market cap of $3.7B it is the fourth largest provider in 18%, from $73 to $60 on Oct. 28, 2009 when they were
the proprietary post-secondary education industry and announced. As of their latest earnings call management

had revenues last year of just over $1B. has yet to comment further into the SEC inquiry
regarding their accounting, but the market seems to feel
Key Metrics confident as the stock has rebounded 9% to $65.

Exhibit F
Recent Earnings Announcements:

----- YOY Revenue Growth
35.00%

APOL $1.47 $1.46 0.6% 455K 30.00%
ESI $2.56 $2.36 8.5% 81K
DV $1.00 $0.83 21% 81K 25.00% —o—APOL
STRA $2.32 $2.30 0.8% 54K 20.00% 7 ~@-DV
EDMC  $0.55 $0.39 41% 103K -
15.00%

Source: cnbc.com =>STRA

10.00%
The top five companies in market-cap beat their latest 5.009%
. . . . (]
quarter earnings expectations. We expect this trend to 2007 2008 2009  2010E  2011E
continue as the current economy encourages

enrollment in post-secondary education Source: Yahoo! Finance with APOL prediction from Analyst

. ) Revenue Growth: APOL has seen double digit
Stock Price: As can be seen in OExhibit EO, whichrevenue growth the last three years as seen in OExhibit
contains five of the top post-secondary education FO. However, like the ret of its peer group, APOL
companies; all have been outperformed by the S&P in faces a tough economy, uncertainty in regulation and
the last two years. This is a great example of how this increasing bad debt expenses going forward. Because
industry, although historically being counter cyclical, of this we do not expect revenue to grow at the same
has performed well in both the recession and the rate as last year, but do still expect to see double digit
recovery. The industry has not performed as well revenue growth for APOL the next three years.
recently and we believe the reason for this is the

uncertainty concerning possible changes in regulation Exhibit G
and increasing levels of bad-debt expense, as Profit Margin 2007-2009
unemployment remains high. 25.00%
Exhibit E .
Apollo Group, Inc. 20.00%
W APOL WEDMC MESTRA - o— APOL
+150% 15.00% S < <
J +100% —#—DV
A oA oo, o 10.00% e = ESI
A A ' ~>=STRA
R vy mw N . 5.00% EDMC
0.00%
© Yahoo! 2007 2008 2009
May 08 Sep08 Jan 09 May 09 Sep09 Jan 10

o Source: Yahoo! Finance
00

B Volume 00
200

Profit Margin: It appears from OExhibit GO that the

MJ“_ Il ‘mhmuu l mhl‘_‘u lr main competitors in the prorietary education industry

have similarly flat profit margins. Although ESI has
increased the last three years, we expect that

6
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increasing bad debt expense will weigh on everyoneOs
profit margins going forward. APOL has seen a very
steady profit margin number right around 15% for the
last three years although we do expect this number to
dip a little bit to around 13% for the next couple of years
as increases in revenue and student enrollment will fall
short in offsetting increased expenses in bad debt and
from the acquistion of BPP. We think APOLOs profit
margin will start working its way back towards 15% in
the long-run as the student mix at UPX shifts away from
being so heavily concentrated to associateOs degree
students and APOL is able to fully integrate BPP into
the company.

Exhibit H
EV/Enrollment 2009
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Source: Yahoo! Finance

EV/Enrollment: The EV/Enrollment number, (Exhibit
H) is a great metric unique to the industry as it shows
how much each student adds to the total value of the
firm. Although APOL appears very low it has a market
cap more than twice any other company listed, or in the
industry, and enrollment higher than 4 times any other
company. This high enrollment number as expected
can make it harder to provide an additional return per
each student.

ECONOMIC OUTLOOK

GDP

With a record amount of stimulus and an easy
monetary policy the economy has started to recover but
we still expect it to be a challenging one. Although it

has taken on a lopsided OVO shape recovery we expect

it to remain near flat for the next couple of years. We
have started to see the consumer come back, but feel
they are still hesitant with their spending and uncertain
of the future. We expect GDP growth to remain close to
the long-term average of around 2.5% through 2010
and 2011.

Historically, enrollment growth in the education area
has tended to move opposite GDP growth. This has
been the case at UPX as well (Exhibit I) and as we are
looking for a near flat GDP growth going forward, we
can also expect enrollment growth to slow from the rate
of the past two years but still remain in the double digits

as a shift to a more serviced based economy, an
increasing wage gap, and continued high
unemployment continue to encourage individuals to
seek a degree.

Exhibit |

Real GDP Growth vs. UPX
Enrollment Growth
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-5.00%

=&—Real GDP Growth
=#—Enrollment Growth

Source: Bureau of Labor Statistics with prediction from Analyst

Unemployment

We are expecting the unemployment rate to average
10% through at least 2010 and possibly 2011, as
companies must continue to closely monitor cost.
Unemployment has been the double-edged sword for
the proprietary education industry and APOL, and we
expect this to continue going forward. A high
unemployment rate has historically translated into
increasing enrollment rates in postsecondary education
as seen in Exhibit J as more people out of work go back
to school looking for ways to increase there
attractiveness and possible earnings power. However,
it also can result in bad debt expense increasing and
prevent people from returning to school, as they are
worried about being able to afford classes and take on
the needed debt.

Exhibit J

E Growth vs. Unemploy rate

3.0% * 26%

1.0%

1999 2000 2001 2002 2003 2004 2005 2006 2007

—— Unemployment Enrollment Growth, All Postsecondary

Source: FactSet, Department of Education

Consumer Sentiment

Even though consumer sentiment has continued to
recover, OExhibit KO, we still expect the consumer to be
weary of market conditions going forward. We expect
this historically low sentiment level to encourage
workers to pursue means of increasing their
attractiveness in the workplace. This should translate
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into continued increase in enrollment in the proprietary
education sector as we have been seeing recently.

Exhibit K
THE INDEX OF CONSUMER SENTIMENT
100

90
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Source: Reuters

Enrollment at UPX increased 11%, 15% and 22% from
2007-2009 as the economy struggled and the
consumer confidence index above decreased. APOL
has continued to see solid enrollment growth even as
the consumer sentiment number has rebounded. We
expect the total degreed enrollment number for the year
to be in double digits, although we do not expect
another year of 22% enrollment growth like we saw in
20009.

CATALYSTS FOR GROWTH

Need for Education

The US is expected to continue its shift towards a more
service-based economy, as there is a greater need for
services, for competence-based approaches of strategy
and innovation, and for workers who can think critically.

Exhibit L

Figure 1: Projected Distribution of Workers Across Major Industries,
2008 and 2016

259, _Percent of year totals

=2008
02016

o

Mining and Manufacturing Retail

Natural Construction
Resources

Business Healthand Other Government
and Transportation and Education  Services
Wholesale and Financial ~ Services

Trade Utilities Services

Source: CEA aggregations of Inforum LIFT Model Industry Projections.
Note: Totals do not include jobs in agriculture, forestry, and fisheries

It can be seen in OExhibit LO the majority of the

industries expected to employ the most workers often
require post-secondary education degrees. We feel
this shift will tend to increase the demand for education
and proprietary institutions. APOL can take advantage
of this demand as it is currently the largest proprietary

institution in the US and has been able to build a good
reputation in the industry.

Enroliment Growth

APOL has seen enrollment growth at UPX of over 10%
per year for the last three years, averaging about 16%
per year. Although these increases can be attributed to
the continued high unemployment, we feel that the
increased marketing efforts by APOL, including the
acquisition of the advertising company Aptimus in 2007,
are the main driver behind this.” Starting in 2007,
selling and promotional expenses, as a percent of
revenues, have increased from a historical average of
about 21.5% to an average of 24.5% the last three
years. We believe that UPX will be able to continue to
achieve an high enrollment growth going forward as
management continues its concentrated efforts on
marketing and individuals look for ways to make
themselves more attractive in a tough job market.

Unemployment

As mentioned before, we expect unemployment to
remain in the 10% range for 2010 and 2011 before
slowly coming back down. This has traditionally been a
good thing for enrollment in education as more
unemployed workers go back to school to improve their
attractiveness and earnings power. However, this has
not been the case as we expected for UPX, as there is
little correlation between the two historically, as seen in
Exhibit L.

Exhibit L

UPX Enrollment Growth vs.
Unemployment Rate
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Source: Bureau of Labor Statistics with prediction from Analyst

However, we fear that a pro-longed period of high
unemployment, as we are currently expecting, could
lead to higher levels of bad debt expense or lack of
enrollment as individuals fear they will be unable to
afford college. Increases in either of these would work
to either directly offset enrollment growth, (fear of going
back), or decrease revenues generated from enrollment
growth, (increase bad debt expense). We expect APOL
to continue its enrollment growth above double digits for
the next three years, although at a slower rate than it
has grown the last two year but at a higher clip than the
increases in bad debt expense. Once unemployment

8



Henry Fursg&eh

THE UNIVERSITY
Henry B. Tippie School of N

decreases below 10% in two-three years, we expect the
enrollment growth at APOL to cool off as well to a more
long-term sustaining trend of 3%.

Shift in type of Student

According to the most recent earnings call for 1Q fiscal

2010, the growth in bachelorOs degree students
increased faster than associateOs degree students for
the first time in three years. As discussed earlier the

higher growth in associateOs degree programs relative
to the other degrees has been a concern for

management as associateOs degree programs have
lower tuition cost, higher drop out rates, and higher

levels of bad-debt expense. Management has taken

numerous steps to prevent this from continuing,

including OUniversity OrientationO and it looks like it has

started to see a little improvement. It has become even
more important to have a secure student base as
markets continue to be challenging and unemployment
remains high. Although, we feel that bad debt expense
is going to increase in the short run we also feel that
APOL will be able to slow the drop out rates for
associateOs students and increase the proportionate
growth of bachelorOs stdents.

International Expansion

We look forward to seeing how APOL is able to
integrate the BPP acquisition into the company and with
what kind of success. Management has stated that it
will take some time before BPP is able to be profitable
for APOL, but with a proven management team and
marketing efforts we expect this to be within the next
couple of years. Further management has stated that
they are currently seeking, and will continue to seek,
acquisitions in the US and abroad.

INVESTMENT POSITIVES

¥V BPP acquisition should provide additional
revenues and increase the diversification of
Apollo internationally. However, if cost increases
remain higher longer than expected the BPP
acquisition could drag down on revenues.

Apollo, along with its main competitors, posted
better than expected increases in enrollment,
revenues, and earnings in 1Q fiscal 2010 and is
currently trading below its long-term comparable
P/E with the S&P 500.

Management reported that the University of
Phoenix experienced a higher growth rate in the
bachelors degree program versus the associates
degree program for the first time in three years.

Increasing shift toward a more serviced based
economy will result in more people needed to go
back to school for a degree as prior jobs, and the
skills required for them, may no longer be there.

INVESTMENT NEGATIVES

¥V Increasing proportion of students seeking
associates degree, which is traditionally a lower
tuition, lower retention rate, and higher bad-debt
expense program.

¥V A long-sustained high unemployment rate may
result in decreased enrollment growth and an
increase in default rates and bad debt expenses,
putting pressure on revenues and possibly
access to Title 1V funding.

¥ Traditional 94% of ApolloOs total revenue has
come from the University of Phoenix. Should
there be any problems with growth or earnings at

University of Phoenix, Apollo will suffer as well.

Negative finding from the SEC inquiry or adverse
affects of regulation could materially affect the
revenues of Apollo.

VALUATION

We have arrived at a current weighted target price
through multiple valuation techniques of $85.59 versus
its current price of $64.63, a premium of 32%. As
mentioned earlier the price was trading at $73 before
the SEC announced an informal inquiry into the stock
on October 28, 2009 dropping the price of the stock to
$60 in one day. However, we remain cautious because
of multiple headwinds and recommend a OHOLDO on
this stock, as we already own it in the portfolio.

Revenue Assumptions

We concentrated our main revenue forecast on UPX
just as management has mentioned that UPX will be
their number one priority moving forward, and UPX has
made up 94% of total revenue for APOL over the last
five years. We are expecting student enrollment growth
to decrease from the 22% growth last year as the
economy has started to recover, but still expect growth
to remain in the double digits as the economy and job
market is still challenging. Historically UPX has raised
tuition cost almost every year and although it has been
a little sporadic as of late we do not see any reason that
UPX will be unable to raise tuition at the rate of inflation
going forward. For Apollo Global in the BPP division
we think revenues will continue to decrease the next
few years as BPP revenue did before being acquired by
APOL. However, once BPP is fully integrated into
APOL and the company can start taking advantage of
APOLOs extensive marketing campaign and proven
management we feel BPP can grow at a steady rate of
3% long-term. Overall, APOL revenue will continue to
be made up mainly from UPX and as such we expect
double-digit growth the next few year before eventually
dropping to a long-term sustainable rate around 3%.
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Cost Structure Assumption

As management has stated, and has been the trend
recently, we expect bad debt expense as a percent of
revenues to continue to increase as the economy
remains challenging and the proportion of associateOs
students has increased. Long-term we think bad debt
expense will be more in line with the historical levels of
APOL, as management has taken a number of
initiatives to get this under control and the economy
continues to recover. The instructional cost and
services as a percent of revenues will continue to
increase the next few years as BPP, and its traditionally
higher cost structure, is integrated into APOL. Long-
term we feel that this number will be closer to the
historical average.

Sell Discipline
Our sell discipline for APOL would be triggered if any of

the following occur in the near term:

¥ Continued increase in bad debt expense over
the next three years

¥ Inabilty of management to integrate BPP
causing cost as a percent of revenue to remain
higher than historical average for APOL

¥ Any unforeseen regulation that would greatly
affect the ability for APOL to receive Title IV
funding

¥ A negative ruling from the SEC inquiry that
would permanently damage the reputation of
APOL or materially affect earnings.
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Apollo Group
Ticker
Current Price
Target Price
Return

Key Assumptions

Growth Rates

University of Phoenix Enrollment
Rev/Student Growth

Apollo Global BPP Growth
Apollo Global Other Growth
Other Schools Growth

CV Growth Rate

Effective Tax Rate

ROIC Growth

CV ROE

Normal Cash (% of Revenues)

WACC:
Common Shares Outstanding (Thousands)

Risk-Free Rate (30-Year Treasury Bond)

S-T Risk-Free Rate (1-yr T-Bill)

Market Premium (Long-Term Geometric Avg.)
Beta

Value of Capital (Thousands)
MV of Equity
MV of Debt
MV of Operating Leases
Total MV

Cost of Equity
Cost of Debt
Cost of Operating Leases

APOL
$64.63
$85.59

32.44%

2010
14.85%
2.05%
-18.00%
3.00%
3.00%

2.75%
39.24%
40%
22%
15%

7.32%
157,760

4.50%
0.33%
4.50%

0.76

9,969,948
589,066
640,322

$11,199,336

7.91%
5.10%
5.10%

2011
12.49%
2.05%
-15.00%
3.00%
3.00%

Weights
89.02%
5.26%
5.72%
100.00%

After-Tax
3.10%
3.10%

2012
10.19%
2.05%
-3.00%
3.00%
3.00%

2013
4.61%
2.05%
3.00%
3.00%
3.00%

2014
3.87%
2.05%
3.00%
3.00%
3.00%

Ccv
3.00%
2.50%
2.50%
2.50%
2.50%



Apollo Group

Year End

Revenue Decomposition (Thousands) 2007 2008 2009 2010E 2011E 2012E 2013E 2014E Cv
UPX

Total Enroliment 313,700 362,100 443,000 508,795 572,323 630,640 659,725 685,277 705,835
Growth 11.12% 15.43% 22.34% 14.85% 12.49% 10.19% 4.61% 3.87% 3.00%
Rev/Student 8.09 8.25 8.50 8.68 8.85 9.04 9.22 9.41 9.64
Growth 10.09% 1.99% 3.05% 2.05% 2.05% 2.05% 2.05% 2.05% 2.50%
UOP Rev 2,537,815 2,987,656 3,766,600 4,414,590 5,067,468 5,698,145 6,082,983 6,447,955 6,807,429
Growth 22.34% 17.73% 26.07% 17.20% 14.79% 12.45% 6.75% 6.00% 5.58%

Apollo Global-BPP 0 0 13,062 218,720 185,912 180,335 185,745 191,317 196,100
Growth 1574.48% -15.00% -3.00% 3.00% 3.00% 2.50%

Apollo Global-Other 13,435 54,283 55,911 57,589 59,316 61,096 62,929 64,502
Growth 304.04% 3.00% 3.00% 3.00% 3.00% 3.00% 2.50%

Other Schools 185,978 139,840 140,257 144,465 148,799 153,263 157,860 162,596 166,661
Growth -53.86% -24.81% 0.30% 3.00% 3.00% 3.00% 3.00% 3.00% 2.50%

Total Rev 2,723,793 _ 3,140,931 3,974,202 4,833,687 _ 5,459,768 _ 6,091,059 _ 6,487,684 _ 6,864,798 7,234,692




Apollo Group Inc.
Year End, August 31
Income Statement (Thousands)

2007 2008 2009 2010E 2011E 2012E 2013E 2014E Cv
Net revenue 2,723,793 3,140,931 3,974,202 4,833,687 5,459,768 6,091,059 6,487,684 6,864,798 7,234,692
Sales Growth 9.94% 15.31% 26.53% 21.63% 12.95% 11.56% 6.51% 5.81% 5.39%
Cost and Expenses
Instructional costs & services 1,116,877 1,266,677 1,451,211 1,960,991 2,214,988 2,471,098 2,632,006 2,784,998 2,935,062
Bad Debt Expense 120,614 104,201 152,490 237,586 295,658 238,478 254,007 268,771 283,254
Selling & promotional expenses 659,059 805,395 960,437 1,192,391 1,346,835 1,502,564 1,600,405 1,693,433 1,784,680
General & administrative expenses 132,746 136,792 190,204 211,164 238,514 266,093 283,420 299,894 316,054
Depreciation Expense 68,400 75,000 90,600 122,440 138,299 154,290 164,337 173,889 183,259
Amortization Expense 400 3,400 9,300 26,131 15,728 9,163 4,534 1,527 1,098
Other Expenses 0 0 80,500 0 0 0 0 0 0
Operating Income Loss 625,697 749,466 1,039,460 1,082,984 1,209,745 1,449,373 1,548,976 1,642,284 1,731,287
Operating Margin 22.97% 23.86% 26.16% 22.40% 22.16% 23.80% 23.88% 23.92% 23.93%
Interest expense 232 3,450 4,460 84,980 18,422 17,942 16,366 1,237 37,107
Interest income -31,172 -30,079 -12,591 -4,622 -4,960 -6,740 -8,818 -10,643 -13,659
Other expense (income), net -660 -6,759 7,776 0 0 0 0 0 0
Income (loss) before income taxes & minority interest 657,297 782,854 1,039,815 1,002,626 1,196,283 1,438,170 1,541,428 1,651,691 1,707,838
Provision for income tax expense (benefit) 248,487 306,927 445,985 393,459 469,456 564,379 604,900 648,171 670,205
Stock Dividend Paid 0 0 0 0 0 0 0 0 0
Minority interest, net of tax 0 -598 -4,489 0 0 0 0 0 0
Net income (loss) 408,810 476,525 598,319 609,167 726,827 873,791 936,527 1,003,520 1,037,634
Profit Margin 15.01% 15.17% 15.06% 12.60% 13.31% 14.35% 14.44% 14.62% 14.34%
Year end shares outstanding 172,309 164,109 157,760 155,443 152,812 149,845 146,519 142,812 138,697
Net income (loss) per share-basic 2.37 2.90 3.79 3.92 4.76 5.83 6.39 7.03 7.48



Apollo Group Inc.
Year End, August 31

Annual Balance Sheet (Thousands) 2007 2008 2009 2010E 2011E 2012E 2013E 2014E Ccv
Cash & cash equivalents 339,319 483,195 968,246 984,562 1,456,653 2,018,822 2,529,243 3,402,762 3,996,997
Restricted cash & cash equivalents 296,469 384,155 432,304 518,522 585,684 653,404 695,951 736,405 776,084
Student accounts receivable, gross 281,834 279,841 380,226 458,202 517,551 577,393 614,991 650,739 685,802
Less: allowance for doubtful accounts 99,818 78,362 110,420 140,764 158,996 177,380 188,931 199,913 210,685
Net student accounts receivable 182,016 201,479 269,806 317,439 358,555 400,013 426,060 450,826 475,118
Other receivables 8,896 20,440 28,464 20,864 23,566 26,291 28,003 29,631 31,227
Accounts receivable, net 190,912 221,919 298,270 338,302 382,121 426,304 454,063 480,457 506,345
Prepaid taxes 0 0 57,658 50,867 60,692 72,964 78,203 83,797 86,646
Total current assets 826,700 1,089,269 1,756,478 1,892,254 2,485,150 3,171,494 3,757,460 4,703,421 5,366,072
Depreciable property & equipment, net 230,241 424,116 537,920 571,843 645,911 720,595 767,517 812,131 855,891
Construction in progress 133,966 15,019 19,587 23,468 26,508 29,573 31,498 33,329 35,125
Property & equipment, net 364,207 439,135 557,507 595,311 672,419 750,168 799,016 845,461 891,017
Marketable securities 53,362 28,264 19,579 19,644 19,708 19,773 19,839 19,904 19,970
Goodwill 29,633 85,968 522,358 522,358 522,358 522,358 522,358 522,358 522,358
Intangible assets, net 0 23,096 203,671 94,420 106,650 118,982 126,729 134,096 141,321
Defferred Tax Assets, Net 130,667 142,190 98,640 109,119 130,195 156,521 167,759 179,759 185,870
Other assets 44,999 49,747 49,508 72,209 81,562 90,993 96,918 102,552 108,078
Total assets 1,449,568 1,857,669 3,207,741 3,305,316 4,018,043 4,830,289 5,490,079 6,507,550 7,234,685
Short-term borrowings & current portion of long-term debt 0 15,488 461,365 3,329 10,924 104,875 1,350 7,223 151,761
Accounts payable 80,729 46,589 66,928 98,788 111,583 124,485 132,591 140,298 147,858
Accrued liabilities 103,651 121,200 268,418 194,402 219,582 244,971 260,923 276,090 290,966
Income taxes payable 43,351 6,111 0 0 0 0 0 0 0
Student deposits 328,008 413,302 491,639 628,969 710,435 792,580 844,190 893,261 941,392
Deferred revenue 167,003 231,179 333,041 352,401 398,045 444,070 472,986 500,479 527,446
Total current liabilities 722,742 833,869 1,621,391 1,277,888 1,450,569 1,710,981 1,712,039 1,817,350 2,059,423
Long-term debt 0 15,428 127,701 124,372 113,448 8,573 7,223 250,000 98,239
Other long-term liabilities 92,986 162,207 234,036 222,557 251,383 280,449 298,711 316,075 333,106
Total liabilities 815,728 1,011,504 1,983,128 1,624,816 1,815,400 2,000,003 2,017,973 2,383,425 2,490,768
Minority interest Liability 0 11,956 67,003 67,003 67,003 67,003 67,003 67,003 67,003
Additional paid-in capital 104 104 1,243 137,323 284,168 442,630 613,628 798,154 997,277
Apollo Group class A treasury stock, at cost -1,461,368 1,757,277 -2,022,623 -2,328,036 -2,679,565 -3,084,176 -3,549,881 -4,085,907 -4,702,873
Retained earnings (accumulated deficit) 2,096,385 2,595,340 3,195,043 3,804,210 4,531,037 5,404,828 6,341,355 7,344,876 8,382,509
Accumulated other comprehensive income (loss) -1,281 -3,958 -16,053 0 0 0 0 0 0
Total shareholders' equity 633,840 846,165 1,224,613 1,680,500 2,202,643 2,830,286 3,472,106 4,124,125 4,743,917
Total Liabilities and Shareholders' equity 1,449,568 1,857,669 3,207,741 3,305,316 4,018,043 4,830,289 5,490,079 6,507,550 7,234,685




Apollo Group
Year End

Cash Flow Statement (In Millions) 2010E 2011E 2012E 2013E 2014E CV
Operating Activities

Net Income 609,167 726,827 873,791 936,527 1,003,520 1,037,634
Add: Depreciaton Expense 122,440 138,299 154,290 164,337 173,889 183,259
Add: Amortization 26,131 15,728 9,163 4,534 1,527 1,098
Defferred Taxes -10,479 -21,076 -26,325 -11,238 -12,000 -6,111
Allowance for Doubtful Accounts 237,586 295,658 238,478 254,007 268,771 283,254
Write off Bad Debt -207,242 -277,426 -220,094 -242,456 -257,789 -272,482
Accumulated other comprehensive income (loss) 16,053 0 0 0 0 0
Changes in Working Capital Accounts

Increase in Receivables -77,976 -59,348 -59,842 -37,598 -35,748 -35,064
Increase in Other Receivables 7,600 -2,702 -2,725 -1,712 -1,628 -1,597
Increase In Prepaid Taxes 6,791 -9,825 -12,272 -5,239 -5,594 -2,849
Increase In Accounts Payable 31,860 12,795 12,902 8,106 7,707 7,560
Increase Accrued liabilities -74,016 25,180 25,389 15,952 15,167 14,876
Increase Income taxes payable 0 0 0 0 0 0
Increase Student deposits 137,330 81,467 82,145 51,610 49,071 48,131
Increase Deferred revenue 19,360 45,645 46,024 28,916 27,494 26,967
Increase Other L-T liabilities -11,479 28,827 29,066 18,262 17,363 17,031
Net Cash Provided by Operating Activies 833,124 1,000,048 1,149,991 1,184,008 1,251,750 1,301,709
Investing Activities

Increase in Long-Term Investments -65 -65 -65 -65 -65 -66
Capital Expenditures -156,364 -212,367 -228,974 -211,259 -218,503 -227,019
Construction in Progress -3,881 -3,040 -3,065 -1,926 -1,831 -1,796
Intangible Assets 83,120 -27,958 -21,495 -12,282 -8,893 -8,323
Increase in Other L-T Assets -22,701 -9,353 -9,431 -5,925 -5,634 -5,526
Restricted Cash -86,218 -67,161 -67,720 -42,547 -40,454 -39,680
Net Cash Used for Investing Activities -186,109 -319,943 -330,750 -274,004 -275,381 -282,409
Financing Activities

Net Change in Debt -461,365 -3,329 -10,924 -104,875 248,650 -7,223
Proceeds from issuance of common stock 136,080 146,845 158,462 170,998 184,526 199,124
Repurchases of common stock -305,413 -351,530 -404,610 -465,706 -536,026 -616,965
Minority Interest 0 0 0 0 0 0
Net Cash Provided by Financing Activities -630,698 -208,013 -257,072 -399,583 -102,851 -425,065
Net Increase in Cash 16,316 472,091 562,169 510,421 873,519 594,235
Cash BOY 968,246 984,562 1,456,653 2,018,822 2,529,243 3,402,762
Cash EOY 984,562 1,456,653 2,018,822 2,529,243 3,402,762 3,996,997




Apollo Group Inc.
Year End, August 31

Common Size Income Statement 2007 2008 2009 2010E 2011E 2012E 2013E 2014E cv 3-Yr Avg. 5-yr Avg.
Net revenue 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Cost and Expenses

Instructional costs & services 41.00% 40.33% 36.52% 40.57% 40.57% 40.57% 40.57% 40.57% 40.57% 39.28% 40.57%
Bad Debt Expense 4.43% 3.32% 3.84% 4.92% 5.42% 3.92% 3.92% 3.92% 3.92% 3.86% 3.64%
Selling & promotional expenses 24.20% 25.64% 24.17% 24.67% 24.67% 24.67% 24.67% 24.67% 24.67% 24.67% 23.51%
General & administrative expenses 4.87% 4.36% 4.79% 4.37% 4.37% 4.37% 4.37% 4.37% 4.37% 4.37% 3.97%
Depreciation Expense 2.51% 2.39% 2.28% 2.53% 2.53% 2.53% 2.53% 2.53% 2.53% 2.39% 2.38%
Amortization Expense 0.01% 0.11% 0.23% 0.54% 0.29% 0.15% 0.07% 0.02% 0.02% 0.12% 0.07%
Other Expenses 0.00% 0.00% 2.03% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.68% 0.72%
Operating Income Loss 22.97% 23.86% 26.16% 22.40% 22.16% 23.80% 23.88% 23.92% 23.93% 24.33% 26.04%
Interest expense 0.01% 0.11% 0.11% 1.76% 0.34% 0.29% 0.25% 0.02% 0.51% 0.08% 0.05%
Interest income -1.14% -0.96% -0.32% -0.10% -0.09% -0.11% -0.14% -0.16% -0.19% -0.81% -0.78%
Other expense (income), net -0.02% -0.22% 0.20% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% -0.01% -0.01%
Income (loss) before income taxes & minority interest 24.13% 24.92% 26.16% 20.74% 21.91% 23.61% 23.76% 24.06% 23.61% 25.07% 26.78%
Provision for income tax expense (benefit) 9.12% 9.77% 11.22% 8.14% 8.60% 9.27% 9.32% 9.44% 9.26% 10.04% 10.61%
Stock Dividend Paid 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Minority interest, net of tax 0.00% -0.02% -0.11% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% -0.04% -0.03%
Net income (loss) 15.01% 15.17% 15.06% 12.60% 13.31% 14.35% 14.44% 14.62% 14.34% 15.08% 16.20%




Apollo Group Inc.
Year End, August 31

Common Size Balance Sheet 2007 2008 2009 2010E 2011E 2012E 2013E 2014E cv
Cash & cash equivalents 12.46% 15.38% 24.36% 20.37% 26.68% 33.14% 38.99% 49.57% 55.25%
Restricted cash & cash equivalents 10.88% 12.23% 10.88% 10.73% 10.73% 10.73% 10.73% 10.73% 10.73%
Student accounts receivable, gross 10.35% 8.91% 9.57% 9.48% 9.48% 9.48% 9.48% 9.48% 9.48%
Less: allowance for doubtful accounts 3.66% 2.49% 2.78% 2.91% 2.91% 2.91% 2.91% 2.91% 2.91%
Net student accounts receivable 6.68% 6.41% 6.79% 6.57% 6.57% 6.57% 6.57% 6.57% 6.57%

Other receivables 0.33% 0.65% 0.72% 0.43% 0.43% 0.43% 0.43% 0.43% 0.43%
Accounts receivable, net 7.01% 7.07% 7.51% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00%

Prepaid taxes 0.00% 0.00% 1.45% 1.05% 1.11% 1.20% 1.21% 1.22% 1.20%
Total current assets 30.35% 34.68% 44.20% 39.15% 45.52% 52.07% 57.92% 68.52% 74.17%

Depreciable property & equipment, net 8.45% 13.50% 13.54% 11.83% 11.83% 11.83% 11.83% 11.83% 11.83%

Construction in progress 4.92% 0.48% 0.49% 0.49% 0.49% 0.49% 0.49% 0.49% 0.49%
Property & equipment, net 13.37% 13.98% 14.03% 12.32% 12.32% 12.32% 12.32% 12.32% 12.32%

Marketable securities 1.96% 0.90% 0.49% 0.41% 0.36% 0.32% 0.31% 0.29% 0.28%
Goodwill 1.09% 2.74% 13.14% 10.81% 9.57% 8.58% 8.05% 7.61% 7.22%
Intangible assets, net 0.00% 0.74% 5.12% 1.95% 1.95% 1.95% 1.95% 1.95% 1.95%
Defferred Tax Assets, Net 4.80% 4.53% 2.48% 2.26% 2.38% 2.57% 2.59% 2.62% 2.57%
Other assets 1.65% 1.58% 1.25% 1.49% 1.49% 1.49% 1.49% 1.49% 1.49%
Total assets 53.22% 59.14% 80.71% 68.38% 73.59% 79.30% 84.62% 94.80% 100.00%

Short-term borrowings & current portion of long-term debt 0.00% 0.49% 11.61% 0.07% 0.20% 1.72% 0.02% 0.11% 2.10%
Accounts payable 2.96% 1.48% 1.68% 2.04% 2.04% 2.04% 2.04% 2.04% 2.04%
Accrued liabilities 3.81% 3.86% 6.75% 4.02% 4.02% 4.02% 4.02% 4.02% 4.02%
Income taxes payable 1.59% 0.19% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Student deposits 12.04% 13.16% 12.37% 13.01% 13.01% 13.01% 13.01% 13.01% 13.01%
Deferred revenue 6.13% 7.36% 8.38% 9.39% 10.51% 11.77% 13.19% 14.77% 16.54%
Total current liabilities 26.53% 26.55% 40.80% 26.44% 26.57% 28.09% 26.39% 26.47% 28.47%

Long-term debt 0.00% 0.49% 3.21% 2.57% 2.08% 0.14% 0.11% 3.64% 1.36%
Other long-term liabilities 3.41% 5.16% 5.89% 4.60% 4.60% 4.60% 4.60% 4.60% 4.60%
Total liabilities 29.95% 32.20% 49.90% 33.61% 33.25% 32.84% 31.10% 34.72% 34.43%

Minority interest 0.00% 0.38% 1.69% 1.39% 1.23% 1.10% 1.03% 0.98% 0.93%
Additional paid-in capital 0.00% 0.00% 0.03% 2.84% 5.20% 7.27% 9.46% 11.63% 13.78%
Apollo Group class A treasury stock, at cost -53.65% -55.95% -50.89% -48.16% -49.08% -50.63% -54.72% -59.52% -65.00%
Retained earnings (accumulated deficit) 76.97% 82.63% 80.39% 78.70% 82.99% 88.73% 97.74% 106.99% 115.87%
Accumulated other comprehensive income (loss) -0.05% -0.13% -0.40% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Total shareholders' equity 23.27% 26.94% 30.81% 34.77% 40.34% 46.47% 53.52% 60.08% 65.57%

Total Liabilities and Shareholders' equity 53.22% 59.14% 80.71% 68.38% 73.59% 79.30% 84.62% 94.80% 100.00%

3-Yr Avg. 5-yr Avg.
17.40% 14.23%
11.33% 10.73%
9.61% 9.48%
2.98% 2.51%
6.63% 6.97%
0.56% 0.43%
7.19% 7.40%
0.48% 0.29%
36.41% 32.65%
11.83% 11.44%
0.49% 1.87%
13.79% 13.31%
1.12% 4.33%
5.66% 3.86%
1.95% 1.17%
3.94% 3.50%
1.49% 1.72%
64.36% 60.54%
4.03% 2.42%
2.04% 2.08%
4.81% 4.02%
0.60% 0.83%
12.52% 13.01%
7.29% 5.47%
31.29% 27.83%
1.85% 0.74%
5.53% 4.60%
37.35% 33.18%
0.69% 0.41%
0.01% 0.01%
-53.50% -46.34%
80.00% 73.42%
-0.19% -0.06%
27.01% 27.36%
64.36% 60.54%




Value Drivers

NOPLAT 2007 2008 2009 2010E 2011E 2012E 2013E 2014E Ccv
Revenues 2,723,793 3,140,931 3,974,202 4,833,687 5,459,768 6,091,059 6,487,684 6,864,798 7,234,692
Instructional costs & services 1,116,877 1,266,677 1,451,211 1,960,991 2,214,988 2,471,098 2,632,006 2,784,998 2,935,062
Bad Debt Expense 120,614 104,201 152,490 237,586 295,658 238,478 254,007 268,771 283,254
Selling & promotional expenses 659,059 805,395 960,437 1,192,391 1,346,835 1,502,564 1,600,405 1,693,433 1,784,680
General & administrative expenses 132,746 136,792 190,204 211,164 238,514 266,093 283,420 299,894 316,054
Depreciation Expense 68,400 75,000 90,600 122,440 138,299 154,290 164,337 173,889 183,259
Amortization Expense 400 3,400 9,300 26,131 15,728 9,163 4,534 1,527 1,098
EBITA 625,697 749,466 1,119,960 1,082,984 1,209,745 1,449,373 1,548,976 1,642,284 1,731,287
Less: Adjusted Taxes
Income Taxes Expense 248,487 306,927 445,985 393,459 469,456 564,379 604,900 648,171 670,205
+ Tax Shield on Interest Expense 91 1,354 1,750 33,348 7,229 7,041 6,423 485 14,562
- Tax on Interest Income. -12,233 -11,804 -4,941 -1,814 -1,947 -2,645 -3,461 -4,177 -5,360
+ Tax on Other Expense 0 0 34,642 0 0 0 0 0 0
-Tax on Other Income -259 -2,652 0 0 0 0 0 0 0
Adjusted Taxes 236,086 293,825 477,436 424,994 474,739 568,775 607,862 644,479 679,406
Plus: Change in Deffered Taxes
Deferred Taxes -130,667 -142,190 -98,640 -109,119 -130,195 -156,521 -167,759 -179,759 -185,870
Change in Deffered Taxes -45,298.00 -11,523.00  43,550.00 -10,479.04 -21,076.37 -26,325.38  -11,237.86  -12,000.29 -6,110.72
NOPLAT: EBITA - Adjusted Taxes + Change in DT 344,313 444,118 686,074 647,511 713,930 854,272 929,875 985,805 1,045,770
Invested Capital
Operating Current Assets:
Normal Cash 339,319 481,528 609,275 741,041 837,024 933,805 994,611 1,052,425 1,109,133
Restricted Cash 296,469 384,155 432,304 518,522 585,684 653,404 695,951 736,405 776,084
Accounts Receivable 190,912 221,919 298,270 338,302 382,121 426,304 454,063 480,457 506,345
Prepaid Taxes 0 0 57,658 50,867 60,692 72,964 78,203 83,797 86,646
Operating Current Assets 826,700 1,087,602 1,397,507 1,648,732 1,865,520 2,086,477 2,222,828 2,353,084 2,478,208
Operating Current Liabilities
Accounts payable 80,729 46,589 66,928 98,788 111,583 124,485 132,591 140,298 147,858
Accrued liabilities 103,651 121,200 268,418 194,402 219,582 244,971 260,923 276,090 290,966
Income taxes payable 43,351 6,111 0 0 0 0 0 0 0
Student deposits 328,008 413,302 491,639 628,969 710,435 792,580 844,190 893,261 941,392
Deferred revenue 167,003 231,179 333,041 352,401 398,045 444,070 472,986 500,479 527,446
Operating Current Liabilities 722,742 818,381 1,160,026 1,274,559 1,439,645 1,606,106 1,710,689 1,810,127 1,907,662
Net Operating Working Capital 103,958 269,221 237,481 374,174 425,875 480,371 512,139 542,956 570,546
Plus: Net PPE 364,207 439,135 557,507 595,311 672,419 750,168 799,016 845,461 891,017
Plus: Other Oper. Assets:
Intangible Assets, Net 0 23,096 203,671 94,420 106,650 118,982 126,729 134,096 141,321
Present Value of Operating Leases 521,293 491,121 640,322 659,800 802,073 964,211 1,095,917 1,299,023 1,444,172
Other Assets 44,999 49,747 49,508 72,209 81,562 90,993 96,918 102,552 108,078
Other L-T Liabilities 92,986 162,207 234,036 222,557 251,383 280,449 298,711 316,075 333,106
Net Other Operating Assets 473,306 401,757 659,465 603,873 738,902 893,737 1,020,854 1,219,596 1,360,465
Invested Capital: 941,471 1,110,113 1,454,453 1,573,358 1,837,196 2,124,276 2,332,008 2,608,013 2,822,027
ROIC (NOPLAT/Invested Capital)
NOPLAT 344,313 444,118 686,074 647,511 713,930 854,272 929,875 985,805 1,045,770
Invested Capital Beginning 1,007,502 941471 1,110,113 1454,453 1573,358 1,837,196 2,124,276 2,332,008 2,608,013
ROIC 34.17% 47.17% 61.80% 44.52% 45.38% 46.50% 43.77% 42.27% 40.10%
FREE CASH FLOW
NOPLAT 344,313 444,118 686,074 647,511 713,930 854,272 929,875 985,805 1,045,770
Cap Ex (Change in invested cap) -66,030 168,642 344,340 118,905 263,838 287,080 207,732 276,005 214,014
Free Cash Flow (NOPLAT - Cap Ex) 410,343 275,476 341,734 528,606 450,093 567,192 722,143 709,800 831,755
ECONOMIC PROFIT
Invested Capital (Beg) 1,007,502 941,471 1,110,113 1,454,453 1,573,358 1,837,196 2,124,276 2,332,008 2,608,013
ROIC 34.17% 47.17% 61.80% 44.52% 45.38% 46.50% 43.77% 42.27% 40.10%
WACC 7.32% 7.32% 7.32% 7.32% 7.32% 7.32% 7.32% 7.32% 7.32%
EP (Invested Capital*(ROIC-WACC)) 270,576 375,214 604,827 541,063 598,780 719,812 774,405 815,130 854,895




Apolilo Inc.

Discounted Cash Flow (DCF)/Economic Profit (EP)

Fiscal Years Ending 8/31

Assumptions: CV growth 2.75%
CV ROIC 40.10%
WACC 7.32%
Cost of Equity 7.91%
2010E 2011E 2012E 2013E 2014E CVv
DCF Model
FCF 528,606 450,093 567,192 722,143 709,800 21,319,726
PV(FCF) 492,557 390,796 458,884 544,403 498,606 14,976,253
PV(FCF) 17,361,500
+ PV(Non-Oper) 378,550
- PV(Debht) 589,066
-PV (Min. Int. Liab.) 67,003
- PV(ESOP) 270,998
- PV(operating lease) 640,322
PV(Equity) 16,239,664
Shares Outstanding 157,760
Target Price as of FYE $102.94
Target Price as of Today $108.02
EP Model
ROIC
EP 541063 598780 719812 774405 815130 18711713
PV(EP) 504,164 519,895 582,361 583,801 572,597 13,144,229
PV(EP) 15,907,047
Invested Capital 1,454,453
PV(Operations) 17,361,500
+ PV(Non-Oper) 378,550
- PV(Debht) 589,066
-PV (Min. Int. Liab.) 67,003
- PV(ESOP) 270,998
- PV(operating lease) 640,322
PV(Equity) 16,239,664
Shares Outstanding 157,760
Target Price as of FYE $102.94
Target Price as of Today $108.02




Apollo Inc.
Relative Price-to-Earnings (PE) Model
Fiscal Years Ending 8/31

Ticker Company Price EPS 09A EPS 10E EPS 11E P/E 09 P/E 10 P/E 11
DV DeVry Inc $67.26 $2.98 $3.58 $4.43 22.6 18.8 15.2
ESI ITT Educational Services Inc $116.31 $7.91 $10.39 $11.79 14.7 11.2 9.9
STRA Strayer Education Inc $243.62 $7.60 $9.50 $11.58 32.1 25.6 21.0
EDMC Education Management Corp $23.29 $0.81 $1.32 $1.62 28.8 17.6 14.4
CECO Career Education Corp $32.46 $0.94 $2.54 $2.98 34.5 12.8 10.9
CPLA Capella Education Co $90.65 $2.51 $3.51 $4.46 36.1 25.8 20.3
Peer Average 26.1 18.6 15.3
APOL Apollo Group Inc. $64.63 4.16 $3.92 $4.76 15.5 16.5 13.6
Target Price: PE10 $ 73.07
PE11 $ 72.68

Average $ 72.87



Relative Price-to-Sales (PS) Model
Fiscal Years Ending 8/31

Ticker Company Price Rev 10E Rev 11E Shares SPS10E SPS11E P/S 10 P/S 11
DV DeVry Inc $67.26  $1,870 $2,200 71.00 $26.34 $30.99 2.55 217
ESI ITT Educational Services Inc ~ $116.31  $1,600 $1,780 35.00 $45.71 $50.86 2.54 2.29
STRA Strayer Education Inc $243.62 $637 $775 14.00 $45.50 $55.36 5.35 4.40
EDMC Education Management Corg $23.29  $2,470 $2,880 142.00 $17.39 $20.28 1.34 1.15
CECO Career Education Corp $32.46  $2,120 $2,330 85.00 $24.94 $27.41 1.30 1.18
CPLA Capella Education Co $90.65 $422 $510 17.00 $24.82 $30.00 3.65 3.02
COCO Corinthian Colleges Inc $18.73  $1,730 $1,990 88.00 $19.66 $22.61 0.95 0.83
Peer Average 2.53 2.15 |
APOL Apollo Group Inc. $64.63 $4,833.69 $5,459.77 157.76 $30.64 $34.61 21 1.9
Target Price:
P/S 10 $77.46
P/S 11 $74.36
Average  $75.91



Sensitivity Analysis

Rev/Student Growth

WACC

Beta

Enrollment Growth

$85.59 1.00% 1.50% 2.00% 2.50% 3.00% 3.50% 4.00% 4.50% 5.00%
0.50% 82.23 82.56 82.89 83.22 83.57 83.93 84.29 84.67 85.05
1.00% 82.68 83.01 83.35 83.70 84.06 84.42 84.80 85.19 85.59
1.50% 83.13 83.48 83.83 84.19 84.56 84.94 85.32 85.73 86.14
2.00% 83.60 83.96 84.32 84.69 85.07 85.46 85.86 86.28 86.70
2.50% 84.08 84.45 84.82 85.20 85.59 86.00 86.41 86.84 87.28
3.00% 84.58 84.95 85.34 85.73 86.14 86.55 86.98 87.42 87.88
3.50% 85.08 85.47 85.87 86.27 86.69 87.12 87.57 88.02 88.49
4.00% 85.60 86.00 86.41 86.83 87.26 87.71 88.17 88.64 89.13
4.50% 86.14 86.55 86.97 87.41 87.85 88.31 88.79 89.28 89.78
Enrollment Growth
$85.59 1.00% 1.50% 2.00% 2.50% 3.00% 3.50% 4.00% 4.50% 5.00%
5.50%| 108.12 109.21 110.34 111.52 112.76 114.05 11541 116.83 118.32
6.00% 99.01 99.78 100.57 101.39 102.25 103.14 104.06 105.02 106.03
6.50% 92.19 92.75 93.33 93.93 94.55 95.19 95.85 96.54 97.25
7.00% 86.88 87.31 87.75 88.20 88.67 89.15 89.64 90.15 90.67
7.32% 84.08 84.45 84.82 85.20 85.59 86.00 86.41 86.84 87.28
8.00% 79.19 79.46 79.73 80.00 80.29 80.58 80.87 81.18 81.49
8.50% 76.32 76.53 76.75 76.97 77.20 77.43 77.67 77.91 78.16
9.00% 73.89 74.06 74.24 74.42 74.60 74.79 74.99 75.18 75.38
9.50% 71.81 71.95 72.10 72.25 72.40 72.56 72.72 72.88 73.04
Rev/Student Growth
$85.59 0.50% 1.00% 1.50% 2.00% 2.50% 3.00% 3.50% 4.00% 4.50%
0.70 86.02 86.43 86.85 87.29 87.74 88.20 88.67 89.16 89.66
0.75 84.33 84.70 85.08 85.47 85.88 86.29 86.72 87.16 87.61
0.80 82.77 83.11 83.46 83.81 84.18 84.55 84.94 85.33 85.74
0.85 81.33 81.64 81.96 82.28 82.61 82.95 83.30 83.66 84.03
0.76 84.07 84.44 84.81 85.20 85.59 86.00 86.42 86.85 87.30
0.90 80.01 80.29 80.58 80.87 81.17 81.48 81.80 82.13 82.46
0.95 78.77 79.03 79.30 79.57 79.84 80.12 80.41 80.71 81.02
1.00 77.63 77.86 78.11 78.35 78.61 78.87 79.13 79.40 79.68
1.05 76.56 76.77 77.00 77.22 77.46 77.70 77.94 78.19 78.44




Sanity Checks 2007 2008 2009 2010E 2011E 2012E 2013E 2014E Ccv
Liquity Ratios

Current Ratio 1.14 1.31 1.08 1.48 1.71 1.85 2.19 2.59 2.61
Quick Ratio 0.54 0.61 0.61 0.79 1.02 1.19 1.49 1.88 1.95
Operating Cash Flow Ratio 0.81 0.87 0.59 0.65 0.69 0.67 0.69 0.69 0.63
Activity Ratios

Asset Turnover 1.99 1.90 1.57 1.48 1.49 1.38 1.26 1.14 1.05
Receivables Turnover 15.50 15.22 15.28 15.19 15.16 15.07 14.74 14.69 14.66
Financial Leverage Ratios

D/E 0.00 0.04 0.48 0.08 0.06 0.04 0.00 0.06 0.05
D/A 0.00 0.02 0.18 0.04 0.03 0.02 0.00 0.04 0.03
Profitability Ratios

Profit Margin 15.01% 15.17% 15.06% 12.60% 13.31% 14.35% 14.44% 14.62% 14.34%
ROE 64.50% 56.32% 48.86% 36.25% 33.00% 30.87% 26.97% 24.33% 21.87%
ROA 28.20% 25.65% 18.65% 18.43% 18.09% 18.09% 17.06% 15.42% 14.34%
Payout Policy Ratios

Possible Div. Payout Ratio 1.00 0.62 0.44 0.50 0.48 0.46 0.50 0.53 0.59

I"HHSY6&! )+, 1.1/

0"123'()*+','41)56'7'83&'9$2"#1*$5'7'9:,%<=.1/

>2$#)*%@')56'AB+C'()*+,>?2$#)* % @'!)56'AB+C.I"##$%&'/1)D1B1*$5

-55$&""#%+<$HE'Q)B$5.-<@F -

-22+"%&5'($2$1<)DBS #Yb+<$HE'G$&'9)B$S5.-<$#) @%$'-(

H.I''H.I

H.-'H.-
JH+K&'8H@1%','G;.($<
>I'G;.9l

>-','G;.-

J+551DB$'H1<FI)L+"&'()*+','J+551DB$'H1<.G;



Operating and Capital Lease Obligations

(Thosuands)
2009 Operating
Years Ended August 31, Leases
2010 147,332
2011 144,263
2012 119,924
2013 90,827
2014 76,931
Thereafter 177,646
Total Minimum Payments 756,923
Less: Interest 116,601
PV of Minimum Payments 640,322
Capitalization of Operating Leases
Pre-Tax Cost of Debt 5.10%
Number Years Implied by Year 6 Payment 1
Lease PV Lease
Year Commitment Payment
1 147,332 140,183
2 144,263 130,602
3 119,924 103,299
4 90,827 74,440
5 76,931 59,991
6 & beyond 177,646 131,807
PV of Minimum Payments 640,322



VALUATION OF OPTIONS GRANTED IN ESOP

Ticker Symbol APOL
Current Stock Price 64.63
Risk Free Rate 4.50%
Current Dividend Yield 0.00%
Annualized St. Dev. of Stock Returns 32.91%
Average Average B-S Value
Range of Number Exercise Remaining Option of Options
Outstanding Options of Shares Price  Life (yrs) Price Granted
$3.27 to $30.77 832 21.03 187 $ 45.31 $ 37,702
$41.92 to $50.68 1,386 47.29 366 $§ 28.55 $ 39,574
$51.33 to $57.54 1,455 53.51 569 ¢ 30.15 $ 43,868
$58.03 2,447 58.03 350 $ 2255 $ 55,177
$58.43 to $70.02 3,190 64.13 503 $ 24.20 $ 77,199
$70.21 to $83.40 939 75.21 436 $ 18.44 $ 17,316
$91.20 to $173.32 13 121.33 583 $ 12.44 $ 162
Total 10,262 $ 56.49 426 $ 25.38]$ 270,998 |




Effects of ESOP Exercise and Share Repurchases on Common Stock Balance Sheet Account and Number of Shares Outstanding (Thousands)

Number of Options Outstanding (shares):
Average Time to Maturity (years):

Expected Annual Number of Options Exercised:

Current Average Strike Price:
Cost of Equity:
Current Stock Price:

Increase in Shares Outstanding:
Average Strike Price:
Increase in Common Stock Account:

Change in Treasury Stock
Expected Price of Repurchased Shares:
Number of Shares Repurchased:

Shares Outstanding (beginning of the year)
Plus: Shares Issued Through ESOP

Less: Shares Repurchased in Treasury
Shares Outstanding (end of the year)

10,262
4.26
2,409
56.49
7.91%
64.63
2010E 2011E 2012E 2013E 2104E CVv
2,409 2,409 2,409 2,409 2,409 2,409
5649 % 60.96 $ 65.78  $ 7099 % 76.60 $ 82.66
136,080 146,845 158,462 170,998 184,526 199,124
305,413 351,530 404,610 465,706 536,026 616,965
6463 $ 69.74 % 7526 $ 8121 % 87.64 $ 94.57
4,726 5,040 5,376 5,734 6,116 6,524
157,760 155,443 152,812 149,845 146,519 142,812
2,409 2,409 2,409 2,409 2,409 2,409
4,726 5,040 5,376 5,734 6,116 6,524
155,443 152,812 149,845 146,519 142,812 138,697



Apollo Group
Normal Cash
(In Thousands)

DV ESI STRA APOL
2009 2008 2007 2009 2008 2007 2009 2008 2007 2009 2008 2007
Cash & Cash Equiv 170,541 221,312 143,638 130,679 236,660 7,228 63,958 56,379 95,036 968,246 483,195 339,319
Total Assets 1,434,299 1,018,356 844,113 616,705 623,859 540,953 385,805 324,563 343,778 3,207,741 1,857,669 1,449,568
% of Total Assets 11.89% 21.73% 17.02% 21.19% 37.93% 1.34% 16.58% 17.37% 27.64% 30.18% 26.01% 23.41%
Revenues 1,461,453 1,091,833 933,473 1,319,194 1,015,333 869,508 511,961 396,275 318,012 3,974,202 3,140,931 2,723,793
% of Revenues 11.67% 20.27% 15.39% 9.91% 23.31% 0.83% 12.49% 14.23% 29.88% 24.36% 15.38% 12.46%
% of Total Assets DV ESI STRA Peer Avg. APOL Ticker Company
2007 17.02% 1.34% 27.64% 15.33% 23.41% DV DeVry, Inc.
2008 21.73% 37.93% 17.37% 25.68% 26.01% ESI ITT Educational Services, Inc.
2009 11.89% 21.19% 16.58% 16.55% 30.18% STRA Strayer Education Inc.
Average 19.19% 26.53% APOL Apollo Group Inc.
% of Revenues DV ESI STRA Peer Avg. APOL
2007 15.39% 0.83% 29.88% 15.37% 12.46%
2008 20.27% 23.31% 14.23% 19.27% 15.38%
2009 11.67% 9.91% 12.49% 11.36% 24.36%
Average 15.33% 17.40%




