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U. S. SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549
Form 10-Q
(Mark One)
b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2006

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

Commission File Number 1-31923

UNIVERSAL TECHNICAL INSTITUTE, INC.
(Exact name of registrant as specified in its charter)

Delaware 86-0226984

(State or other jurisdiction of (IRS Employer Identification No.)
incorporation or organization)
20410 North 19th Avenue, Suite 200
Phoenix, Arizona 85027
(Address of principal executive offices)
(623) 445-9500
(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer (in Rule 12b-2 of the Exchange Act).

Large accelerated filero ~ Accelerated filerp ~ Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No p

At August 7, 2006, there were 28,174,391 shares outstanding of the registrant s common stock.
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PARTI1 FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS

UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS (UNAUDITED)

Assets

Current assets:

Cash and cash equivalents
Restricted cash

Restricted investments
Receivables, net

Income tax receivable

Deferred tax assets

Prepaid expenses and other assets

Total current assets
Property and equipment, net
Goodwill

Other assets

Total assets

Liabilities and Shareholders Equity

Current liabilities:

Accounts payable and accrued expenses

Deferred revenue
Income tax payable
Accrued tool sets
Other current liabilities

Total current liabilities
Construction liability
Deferred tax liabilities

Other liabilities

Total liabilities

Commitments and contingencies (Note 10)

Shareholders equity:

Common stock, $.0001 par value, 100,000,000 shares authorized, 27,980,610
shares issued and outstanding at September 30, 2005 and 28,153,917 shares

Table of Contents

(In thousands, except per share amounts)

September
30,
2005

$ 52,045
200

16,198

21,244

7,053
6,958

103,698
74,417
20,579

1,914

$ 200,608

$ 39,130
42,840

2,140

3,401

2,370

89,881
7,622
7,372

104,875

June 30,
2006

$ 54,883

12,709
679
7,984
8,099

84,354
107,627
20,579
1,844

$214,404

$ 40,835
39,470

3,636
757

84,698
3,072
6,726
8,291

102,787
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issued and outstanding at June 30, 2006
Preferred stock, $.0001 par value, 10,000,000 shares authorized; O shares issued
and outstanding

Paid-in capital 114,994 122,828
Treasury stock, at cost, O shares at September 30, 2005 and 611,650 shares at

June 30, 2006 (15,030)
Accumulated deficit / retained earnings (19,262) 3,818
Total shareholders equity 95,733 111,617
Total liabilities and shareholders equity $ 200,608 $214,404

The accompanying notes are an integral part of these condensed consolidated financial statements.
1
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED INCOME STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)

Three Months Ended Nine Months Ended
June 30, June 30,
2005 2006 2005 2006
Net revenues $76,074 $84,134 $226,892 $258,332
Operating expenses:
Educational services and facilities 37,047 44,779 105,357 127,852
Selling, general and administrative 27,577 33,644 80,180 95,995
Total operating expenses 64,624 78,423 185,537 223,847
Income from operations 11,450 5,711 41,355 34,485
Other expense (income):
Interest income 437) (820) (1,027) (2,441)
Interest expense 34 11 91 38
Total other income (403) (809) (936) (2,403)
Income before income taxes 11,853 6,520 42,291 36,888
Income tax expense 4,248 2,022 15,703 13,808
Net income $ 7,605 $ 4,498 $ 26,588 $ 23,080
Earnings per share:
Net income per share basic $ 027 $ 0.16 $ 095 $ 082
Net income per share diluted $ 027 $ 0.16 $ 093 $ 081
Weighted average number of common shares
outstanding:
Basic 27,934 27,949 27,875 28,002
Diluted 28,545 28,321 28,530 28,491

The accompanying notes are an integral part of these condensed consolidated financial statements.
2
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENT OF SHAREHOLDERS

Balance at
September 30, 2005
Net income

Issuance of common
stock under employee
plans

Tax benefit from
employee stock plans
Tax benefit from
preferred stock
issuance

Stock compensation
Treasury stock
purchases

Balance at June 30,
2006

Common Stock
Amount

Shares

27,980

173

28,153

(In thousands, except per share amounts)

$

$

1

1

Paid-in
Capital

$ 114,994

2,653
1,015
791

3,375

$122,828

Treasury Stock

Shares

612

612

Amount

$

(15,030)

$(15,030)

EQUITY (UNAUDITED)
Accumulated
Deficit/ Total
Retained Shareholders
Earnings Equity
$ (19,262) $ 95,733
23,080 23,080
2,653
1,015
791
3,375
(15,030)
$ 3,818 $ 111,617

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

3
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

(In thousands)
For the Nine Months Ended
June 30,
2005 2006

Cash flows from operating activities:
Net income $ 26,588 $ 23,080
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 7,091 10,150
Bad debt expense 2,970 3,812
Tax benefits of stock options exercised 1,141
Stock-based compensation 269 3,375
Deferred income taxes (1,078) (1,844)
Excess tax benefit from stock-based compensation (1,015)
Loss on sale of property and equipment 74 190
Changes in assets and liabilities:
Restricted cash 10,195
Receivables 3,004 4,794
Prepaid expenses and other assets (3,294) (1,141)
Other assets (144) 259
Accounts payable and accrued expenses 1,675 (7,165)
Deferred revenue 2,388 (3,370)
Income taxes 280 (1,804)
Accrued tool sets and other current liabilities 1,948 (587)
Other liabilities (803) 111
Net cash provided by operating activities 52,304 28,845
Cash flows from investing activities:
Purchase of securities with intent to hold to maturity (32,002)
Redemption of restricted investments 16,167 16,260
Purchase of property and equipment (34,199) (35,100)
Proceeds from sale of property and equipment 185 3
Net cash used in investing activities (49,849) (18,837)
Cash flows from financing activities:
Repayment of long-term debt borrowings (33) (6)
Payment of deferred finance fees (14)
Bank overdrafts 4,181
Excess tax benefit from stock-based compensation 1,032
Proceeds from issuance of common stock under employee plans 2,439 2,653
Distribution to stockholders (185)
Purchases of treasury stock (15,030)
Net cash provided by financing activities 2,207 (7,170)
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Net increase in cash and cash equivalents 4,662 2,838
Cash and cash equivalents, beginning of period 42,602 52,045
Cash and cash equivalents, end of period $ 47264 $ 54,883

The accompanying notes are an integral part of these condensed consolidated financial statements.
4
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UNIVERSAL TECHNICAL INSTITUTE, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS (UNAUDITED), continued
(In thousands)

Supplemental Disclosure of Cash Flow Information:
Taxes paid

Interest paid
Training equipment obtained in exchange for services
Accrued capital expenditures

Construction in progress financed by construction liability

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

$

5

For the Nine Months

Ended
June 30,
2005
15,428
88

646

$
$
$
$
$

2006
17,790
34
2,279
3,063

3,072
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)
1. Nature of the Business

We are a leading provider of post-secondary education for students seeking careers as professional automotive,
diesel, collision repair, motorcycle and marine technicians, as measured by total undergraduate enrollment and
number of graduates. We offer undergraduate degree, diploma and certificate programs at ten campuses across the
United States. We also offer manufacturer specific advanced training (MSAT) programs, that are sponsored by the
manufacturer or dealer, at 20 dedicated training centers. We work closely with leading original equipment
manufacturers (OEMs) in the automotive, diesel, motorcycle and marine industries to understand their needs for
qualified service professionals.

2. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America (GAAP) for interim financial information
and the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, our condensed consolidated
financial statements do not include all the information and footnotes required by GAAP for complete financial
statements. In the opinion of management, all normal and recurring adjustments considered necessary for a fair
statement of the results for the interim periods have been included. Operating results for the three and nine months
ended June 30, 2006 are not necessarily indicative of the results that may be expected for the fiscal year ending
September 30, 2006. The accompanying condensed consolidated financial statements should be read in conjunction
with the consolidated financial statements and notes thereto included in our 2005 Annual Report on Form 10-K filed
with the Securities and Exchange Commission on December 14, 2005.

The unaudited condensed consolidated financial statements include the accounts of Universal Technical Institute,
Inc. (UTI) and our wholly-owned subsidiaries. All significant intercompany transactions and balances have been
eliminated.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at
the date of the financial statements, and the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from these estimates.

Certain reclassifications have been made to the prior period condensed consolidated financial statements to
conform to the current period presentation. These reclassifications have no impact on previously reported net income.
3. Recent Accounting Pronouncements

In May 2005, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standard No. 154 (SFAS No. 154), Accounting Changes and Error Corrections. This statement replaces Accounting
Principles Board Opinion No. 20 (APB No. 20), Accounting Changes and SFAS No. 3, Reporting Accounting
Changes in Interim Financial Statements. SFAS No. 154 provides guidance on the accounting for and reporting of
accounting changes and error corrections. SFAS No. 154 is effective for accounting changes and corrections of errors
made in fiscal years beginning after December 15, 2005. Our adoption of SFAS No. 154 will not have a material
impact on our consolidated financial statements or disclosures.

6
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)

Effective October 1, 2005, we adopted SFAS No. 123(R) Share-Based Payment , which is a revision of SFAS
No. 123, Accounting for Stock-Based Compensation . We adopted SFAS No. 123(R) using the modified prospective
application transition method. SFAS No. 123(R) supersedes APB No. 25, Accounting for Stock Issued to Employees |,
and amends SFAS No. 95, Statement of Cash Flows. SFAS No. 123(R) requires all share-based payments to
employees, including grants of employee stock options, to be recognized in the financial statements based on their
estimated fair values.

In November 2005, the FASB issued FASB Staff Position (FSP) FAS 123(R)-3, Transition Election Related to
Accounting for the Tax Effects of Share-Based Payment Awards. This FSP requires an entity to follow either the
transition guidance for the additional paid-in-capital pool as prescribed in SFAS No. 123(R), or the alternative method
as described in the FSP. An entity that adopts SFAS No. 123(R) using the modified prospective application transition
method may make a one-time election to adopt the transition method described in this FSP. An entity may take up to
one year from the later of its adoption of SFAS No. 123(R) or the effective date of this FSP to evaluate its available
transition alternatives and make its one-time election. This FSP became effective in November 2005. We are
evaluating the alternatives allowed under FSP FAS 123(R)-3 and believe our adoption will not have a material impact
on our consolidated financial statements or disclosures.

In February 2006, the FASB issued FSP FAS 123(R)-4, Classification of Options and Similar Instruments as
Employee Compensation That Allow for Cash Settlement upon the Occurrence of a Contingent Event. This FSP
requires that an option or similar instrument that is classified as equity, but subsequently becomes a liability because
the contingent cash settlement event is probable of occurring, shall be accounted for similar to a modification from an
equity to liability award. The guidance in this FSP shall be applied upon initial adoption of SFAS No. 123(R), or if an
entity adopted SFAS No. 123(R) prior to February 3, 2006, the entity shall apply the guidance in the first reporting
period beginning after February 3, 2006. The adoption of FSP FAS 123(R)-4 did not have a material impact on our
consolidated financial statements or disclosures.

In February 2006, the FASB issued SFAS No. 155, Accounting for Certain Hybrid Financial Instruments an
amendment of FASB Statements No. 133 and 140. SFAS No. 155 amends SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities and SFAS No. 140, Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities. SFAS No. 155 resolves issues provided by interim guidance in Statement 133
Implementation Issue No. D1, Application of Statement 133 to Beneficial Interests in Securitized Financial Assets.
SFAS No. 155 is effective for all financial instruments acquired or issued after the beginning of an entity s first fiscal
year that begins after September 15, 2006. We believe our adoption of SFAS No. 155 will not have a material impact
on our consolidated financial statements or disclosures.

In March 2006, the FASB issued SFAS No. 156, Accounting for Servicing of Financial Assets an amendment of
FASB Statement No. 140. This statement amends SFAS No. 140, Accounting for Transfers and Servicing of Financial
Assets and Extinguishments of Liabilities. SFAS No. 156 requires all separately recognized servicing assets and
servicing liabilities be initially measured at fair value, if practicable. SFAS No. 156 is effective at the beginning of the
first fiscal year that begins after September 15, 2006 with the effects of initial adoption being reported as a
cumulative-effect adjustment to retained earnings. We believe our adoption of SFAS No. 156 will not have a material
impact on our consolidated financial statements or disclosures.

In March 2005, the FASB issued FASB Interpretation No. 47 (FIN 47), Accounting for Conditional Asset
Retirement Obligations. FIN 47 clarifies the manner in which uncertainties concerning the timing and method of
settlement of an asset retirement obligation should be accounted for and when the fair value of an asset retirement
obligation is deemed to be estimable on a reasonable basis. FIN 47 is effective for fiscal years ending

7
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)
after December 15, 2005. Our adoption of FIN 47 did not have a material impact on our consolidated financial
statements or disclosures.

In June 2006, the FASB issued FIN 48, Accounting for Uncertainty in Income Taxes. FIN 48 clarifies the manner
in which uncertainties in income taxes that are recognized in accordance with SFAS No. 109, Accounting for Income
Taxes should be accounted for by providing recognition and measurement guidance and disclosure provisions. FIN 48
is effective for fiscal years beginning after December 15, 2006. We believe our adoption of FIN 48 will not have a
material impact on our consolidated financial statements or disclosures.

4. Stock-Based Compensation

As of June 30, 2006, we have two stock option plans, which we refer to as the Management 2002 Stock Option
Program (2002 Plan) and the 2003 Stock Incentive Plan (2003 Plan).

The 2002 Plan was approved by our Board of Directors on April 1, 2002 and provided for the issuance of options
to purchase 746,022 shares of our common stock. On February 25, 2003, our Board of Directors authorized an
additional 36,978 options to purchase our common stock under the 2002 Plan.

Options issued under the 2002 Plan vest ratably each year over a four-year period. The expiration date of options
granted under the 2002 Plan is the earlier of the ten-year anniversary of the grant date; the one-year anniversary of the
termination of the participant s employment by reason of death or disability; thirty days after the date of the
participant s termination of employment if caused by reasons other than death, disability, cause, material breach or
unsatisfactory performance or on the termination date if termination occurs for reasons of cause, material breach or
unsatisfactory performance. We do not intend to grant any additional options under the 2002 Plan.

The 2003 Plan was approved by our Board of Directors and adopted effective December 22, 2003 upon
consummation of our initial public offering. The 2003 Plan authorizes the issuance of various common stock awards,
including stock options and restricted stock, for approximately 4.4 million shares of our common stock. We issue our
stock awards at the fair market value of our common stock which is determined based upon the closing price of our
stock on the New York Stock Exchange as of the grant date. Under the 2003 Plan, common stock awards generally
vest ratably over a four year period. The expiration date of stock options granted under the 2003 Plan is the earlier of
the ten-year anniversary of the grant date; the one-year anniversary of the termination of the participant s employment
by reason of death or disability; ninety days after the date of the participant s termination of employment if caused by
reasons other than death, disability, cause, material breach or unsatisfactory performance; or on the termination date if
termination occurs for reasons of cause, material breach or unsatisfactory performance. The restrictions associated
with our restricted stock awarded under the 2003 Plan will lapse upon the death, disability, or if, within one year
following a change of control, employment is terminated without cause or for good reason. If employment is
terminated for any other reason, all shares of restricted stock shall be forfeited upon termination. On June 15, 2006,
we granted 525,000 options to purchase shares of our common stock, with an exercise price of $23.25 per share and
an estimated weighted-average fair value of $8.42 per share, and awarded 117,000 shares of restricted stock at a fair
value of $23.25 per share. At June 30, 2006, 4.2 million shares of common stock were reserved for issuance under the
2003 Plan, of which 2.0 million shares are available for future grant.

8
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)
The following table summarizes stock option activity under the 2002 and 2003 Plans for the nine months ended
June 30, 2006:

Weighted
Average
Weighted
Average Remaining Aggregate
Number
of Exercise Price Contractual Intrinsic
Life
Shares per Share (Years) Value
Outstanding at September 30, 2005 2,428 $ 20.98
Granted 525 $ 23.25
Exercised (149) $ 14.04
Expired (101) $ 29.25
Outstanding at June 30, 2006 2,703 $ 21.50 7.87 $ 26,607
Stock options exercisable at June 30, 2006 1,196 $ 15.76 6.88 $ 17,830

The total intrinsic value of options which vested during the three and nine months ended June 30, 2006 was
$2.9 million and $3.1 million, respectively.
The following table summarizes values for stock options exercised:

Three Months Ended Nine Months Ended
June 30, June 30,
2005 2006 2005 2006
Intrinsic value $ 456 $ 16 $3,225 $2,786
Cash received $ 193 $ 72 $1,650 $ 2,099
Tax benefits $ 178 $ 6 $1,262 $ 1,088

Our determination of estimated fair value of each stock option grant, estimated on the date of grant using the
Black-Scholes option-pricing model, is affected by our stock price as well as assumptions regarding a number of
complex and subjective variables. These variables include, but are not limited to, our expected stock price volatility,
the expected lives of the awards and actual and projected employee stock exercise behaviors.

The expected volatility is determined using a calculated value method. Our method includes an analysis of
companies within our industry sector, including UTI, to calculate the annualized historical volatility. We believe that
due to our limited historical experience as a public company, the calculated value method provides the best available
indicator of the expected volatility used in our estimates.

In determining our expected term, we reviewed our historical share option exercise experience and determined it
does not provide a reasonable basis upon which to estimate an expected term due to our limited

9
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)

historical award and exercise experience. We have estimated and consistently applied our expected term of stock
option grants to be 5 years which is 50% of the contractual term.

The risk-free interest rate of our awards are determined using the implied yield currently available for zero-coupon
U.S. Government issues with a remaining term equal to the expected life of the options.

The following table illustrates the assumptions used for stock option grants made during each of the three months
and nine months ended June 30, 2005 and 2006:

Three Months Ended Nine Months Ended
June 30, June 30,

2005 2006 2005 2006
Weighted-average grant-date per share fair value $11.38 $ 8.42 $14.00 $ 8.42
Expected lives (in years) 5.00 5.00 5.00 5.00
Risk-free interest rate 3.87% 4.89% 3.77% 4.89%
Dividend yield
Expected volatility 33.73% 30.70% 34.47% 30.70%
Expected forfeiture rate 3.00% 3.00%

The following table summarizes restricted stock activity under the 2003 Plan for the nine months ended June 30,
2006.

Weighted
Average
Grant Date Fair
Number
of Value
Shares per Share
Outstanding at September 30, 2005 $
Awarded 117 $ 23.25
Outstanding at June 30, 2006 117 $ 23.25
Non-vested restricted stock at June 30, 2006 117 $ 23.25

For the three and nine months ended June 30, 2006, our consolidated financial statements reflect the impact of
SFAS No. 123(R). In accordance with the modified prospective transition method, which results in recognition of
compensation expense for all stock option and other equity-based awards that vest or become exercisable after the
effective date of adoption, our consolidated financial statements for prior periods have not been restated to reflect, and
do not include the impact of, SFAS No. 123(R).

SFAS No. 123(R) requires us to estimate the fair value of share-based payment awards on the date of grant using
an option-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized as
expense over the period during which an employee is required to provide service in exchange for

10
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)
the award. Prior to the adoption of SFAS No. 123(R), we accounted for stock-based awards to employees using the
intrinsic value method in accordance with APB No. 25 as allowed under SFAS No. 123.

Awards which vested in fiscal year 2005 and earlier were accounted for under the intrinsic value method prescribed
in APB No. 25. For the three and nine months ended June 30, 2005, there was no stock compensation expense under
ABP No. 25. If we had elected to recognize compensation expense based on the estimated fair value of the awards,
estimated using the Black-Scholes option pricing model, at the grant date in accordance with SFAS No. 123, net
earnings would have been the pro forma amounts shown as follows:

Three
Months Nine Months
Ended Ended
June 30, June 30,
2005 2005
Net income available to common shareholders as reported $ 7,605 $ 26,588
Add stock-based compensation expense included in reported net income, net
of taxes 8 24
Deduct total stock-based employee compensation expense determined using
the fair value based method, net of taxes (718) (1,714)
Net income pro forma $ 6,895 $ 24.898
Earnings per share basic as reported $ 0.27 $ 0.95
Earnings per share diluted as reported $ 0.27 $ 0.93
Earnings per share basic pro forma $ 0.24 $ 0.89
Earnings per share diluted pro forma $ 0.24 $ 0.87

Stock-based compensation expense recognized for the three and nine months ended June 30, 2006 included
compensation expense for share-based payment awards granted prior to, but not yet vested as of, September 30, 2005,
based on the grant date fair value estimated in accordance with the pro forma provisions of SFAS No. 123. We
recognize compensation expense using the straight-line single-option method. Stock-based compensation expense,
recognized for the three and nine months ended June 30, 2006, is based on awards ultimately expected to vest, and
accordingly it has been reduced for estimated forfeitures. SFAS No. 123(R) requires forfeitures to be estimated at the
time of grant. Estimated forfeitures are revised, if necessary, in subsequent periods if actual forfeitures differ from
those estimates. In our pro forma information required under SFAS No. 123 for the periods prior to fiscal 2006, we
accounted for forfeitures as they occurred.

The following table summarizes the accounts in the accompanying condensed consolidated income statements
where stock compensation expense under SFAS No. 123(R) has been recorded:

11
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)

Three Months Ended Nine Months Ended
June 30, 2006 June 30, 2006
Net of
Gross tax Gross Net of tax
Education services and facilities $ 127 $ 77 $ 352 $ 214
Selling, general and administrative 987 601 2,867 1,746
Total stock-based compensation expense $1,114 $ 678 $3,219 $ 1,90

As of June 30, 2006, unrecognized stock compensation expense related to unvested stock options and restricted
stock awards was $14.8 million, which is expected to be recognized over a weighted average period of 2.7 years.
5. Weighted Average Number of Common Shares Outstanding

Basic net income per share is calculated by dividing net income by the weighted average number of common
shares outstanding for the period. Diluted net income per share reflects the assumed conversion of all dilutive
securities. For the three and nine months ended June 30, 2006, approximately 654,000 shares and 605,000 shares,
respectively, that could be issued under outstanding options, were not included in the determination of our diluted
shares outstanding, as they were anti-dilutive. For the three and nine months ended June 30, 2005, approximately
564,000 shares and 294,000 shares, respectively, that could be issued under outstanding options, were not included in
the determination of our diluted shares outstanding, as they were anti-dilutive.

The table below reflects the calculation of the weighted average number of common shares outstanding used in
computing basic and diluted net income per common share:

Three Months Ended Nine Months Ended
June 30, June 30,
2005 2006 2005 2006
Basic common shares outstanding 27,934 27,949 27,875 28,002
Dilutive effect of options related to the purchase
of common stock 611 372 655 489
Diluted common shares outstanding 28,545 28,321 28,530 28,491

On February 28, 2006, our Board of Directors authorized the repurchase of up to $30 million of our common stock
in open market or privately negotiated transactions. The timing and actual number of shares purchased will depend on
a variety of factors such as price, corporate and regulatory requirements and other prevailing market conditions. We
may terminate or limit the stock repurchase program at any time without prior notice. At June 30, 2006, we have
repurchased approximately 612,000 shares at a total cost of $15.0 million.
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)

6. Restricted Investments

Restricted investments represent collateral provided to the issuer of our letter of credit in favor of the United States
Department of Education (ED). At September 30, 2005, we had an outstanding letter of credit in favor of ED in the
amount of $14.4 million which was collateralized by a United States government agency discount note

with a scheduled maturity in November 2005. During October 2005, we received notification from ED that we
were no longer required to post a letter of credit, based upon ED s review of our 2004 fiscal year financial statements.
ED returned the letter of credit in November 2005, and the restricted investment balance of $16.2 million was released
and became available for general corporate use.
7. Property and Equipment
Property and equipment, net consist of the following:

September
30, June 30,
2005 2006

Land $ 3,832 $ 3,832
Building and building improvements 8,847 21,016
Leasehold improvements 17,720 38,496
Training equipment 33,823 43,686
Office and computer equipment 21,120 24,269
Curriculum development 1,326 1,312
Internally developed software 2,555 3,235
Vehicles 693 747
Construction in progress 14,575 10,945
104,491 147,538

Less accumulated depreciation and amortization (30,074) (39,911)
$ 74,417 $107,627

At September 30, 2005, construction in progress includes $11.1 million of building improvements related to the
retrofitting of our Norwood, Massachusetts building for our automotive program which was completed and placed in
service during November 2005. At June 30, 2006, construction in progress includes $3.7 million related to
construction of our new Sacramento, California campus building and $3.1 million related to our automotive program
campus expansion in Orlando, Florida. The Orlando, Florida automotive program campus expansion is being
completed in accordance with the terms of our lease agreement. We have recorded the aggregate construction costs
incurred under the lease as a construction liability on our Balance Sheet at June 30, 2006.
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)
8. Accounts Payable and Accrued Expenses
Accounts payable and accrued expenses consist of the following:

September
30, June 30,
2005 2006
Accounts payable $ 9,765 $ 9,432
Accrued compensation and benefits 21,073 20,829
Other accrued expenses 8,292 10,574

$ 39,130 $ 40,835

9. Revolving Credit Facility

On July 5, 2006 we entered into a modification agreement of our credit agreement dated October 26, 2004 which
provided a revolving line of credit in the amount of $30.0 million and a standby letter of credit facility in the amount
of $20.0 million. The modification agreement eliminated the standby letter of credit facility, of which $0 was
outstanding at the date of the modification and changed the minimum quarterly current ratio financial covenant as
follows: 0.50 to 1.00 through June 30, 2007 and 0.60 to 1.00 on September 30, 2007 and thereafter. Prior to the
modification, the minimum quarterly current ratio financial covenant was 0.60 to 1.00 at September 30, 2006 and
thereafter. The revolving line of credit is unsecured and guaranteed by our wholly owned subsidiary UTI Holdings,
Inc. and each of its wholly owned subsidiaries.

At June 30, 2006, we have no borrowings under our credit facility and we were in compliance with all covenants.
10. Commitments and Contingencies
Legal

In the ordinary conduct of our business, we are periodically subject to lawsuits, investigations and claims,
including, but not limited to, claims involving students or graduates and routine employment matters. Although we
cannot predict with certainty the ultimate resolution of lawsuits, investigations and claims asserted against us, we do
not believe that any currently pending legal proceeding to which we are a party will have a material adverse effect on
our business, results of operations, cash flows or financial condition.

As we have previously reported, in April 2004, we received a letter on behalf of nine former employees of National
Technology Transfer, Inc. (NTT), an entity that we purchased in 1998 and subsequently sold, making a demand for an
aggregate payment of approximately $0.3 million and 19,756 shares of our common stock. On February 23, 2005, the
former employees filed suit in Maricopa County, Arizona Superior Court. We filed a motion for summary judgment
and by minute entry dated December 22, 2005, the Arizona Superior Court granted our motion on all claims. The
plaintiffs filed a motion requesting that the court amend and vacate its minute entry. The Court denied plaintiffs
motion on March 30, 2006. On May 1, 2006, the Court entered final judgment in our favor and against plaintiffs on all
claims. Plaintiffs filed a notice of appeal on May 22, 2006 and the matter is currently pending before the Arizona
Court of Appeals.
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UNIVERSAL TECHNICAL INSTITUTE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(In thousands, except per share amounts)
11. Segment Reporting

We follow SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information. SFAS No. 131
establishes standards for the way that public business enterprises report certain information about operating segments
in their financial reports. Operating segments are defined as components of an enterprise about which separate
financial information is available that is evaluated on a regular basis by the chief operating decision maker, or
decision-making group, in assessing performance of the segment and in deciding how to allocate resources to an
individual segment. SFAS No. 131 also established standards for related disclosures about products and services,
geographic areas and major customers.

Our principal business is providing post-secondary education. We also provide manufacturer-specific training, and
these operations are managed separately from our campus operations. These operations do not currently meet the
quantitative criteria for segments and therefore are not deemed reportable under SFAS No. 131 and are reflected in the
Other category. Corporate expenses are allocated to Post-Secondary Education and the Other category.

Three Months Ended Three Months Ended
June 30, 2005 June 30, 2006
Post- Post-
Secondary Secondary
Education Other Total Education Other Total

Net revenues $ 71,885 $4,189 $ 76,074 $ 80,081 $4,053 $ 84,134
Operating income

(loss) $ 11,089 $ 361 $ 11,450 $ 5,784 $ (73 $ 5,711
Depreciation and

amortization $ 2413 $ 113 $ 2,526 $ 3461 $ 102 $ 3,563
Goodwill $ 20,579 $ $ 20,579 $ 20,579 $ $ 20,579
Assets $168,958 $3,140 $172,098 $211,087 $3,317 $214,404

Nine Months Ended Nine Months Ended
June 30, 2005 June 30, 2006
Post- Post-
Secondary Secondary
Education Other Total Education Other Total

Net revenues $214,707 $12,185 $226,892 $246,795 $11,537 $258,332
Operating income

(loss) $ 40,486 $ 869 $ 41,355 $ 34,692 $ 07 $ 34,485
Depreciation and

amortization $ 6,762 $ 329 $ 7,091 $ 9,839 $ 311 $ 10,150
Goodwill $ 20,579 $ $ 20,579 $ 20,579 $ $ 20,579
Assets $168,958 $ 3,140 $172,098 $211,087 $ 3,317 $214,404
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Item 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion and analysis should be read in conjunction with the consolidated financial statements and
related notes included in this report and those in our 2005 Annual Report on Form 10-K filed with the Securities and
Exchange Commission on December 14, 2005. This discussion contains forward-looking statements that involve risks
and uncertainties. Our actual results may differ materially from those anticipated in such forward-looking statements
as a result of certain factors, including but not limited to, those described under Cautionary Factors That May Affect
Future Results.

Critical Accounting Policies and Estimates

Our critical accounting policies are disclosed in our 2005 Annual Report on Form 10-K. During the three and nine
months ended June 30, 2006, there have been no significant changes in our critical accounting policies, other than
stock-based compensation discussed below.

Stock-based compensation. Effective October 1, 2005, we adopted SFAS No. 123 (R) Share-Based Payment using
the modified prospective application transition method. Prior to adoption of SFAS No. 123(R), we accounted for
stock-based awards to employees using the intrinsic value method in accordance with APB No. 25 as allowed under
SFAS No. 123 Accounting for Stock-Based Compensation . Our consolidated financial statements for prior periods
have not been restated to reflect, and do not include, the impact of SFAS No. 123(R). As of June 30, 2006,
unrecognized stock compensation expense related to unvested stock options and restricted stock awards was
$14.8 million, which is expected to be recognized over a weighted average period of 2.7 years.

Recent Accounting Pronouncements

For information regarding recent accounting pronouncements, see Note 3 to our unaudited condensed consolidated
financial statements within Part I, Item 1 of this report.
Overview

Our net revenues for the third quarter were $84.1 million, an increase of 10.6% from the prior year and our net
income for the third quarter was $4.5 million, a decrease of 40.9% from the prior year. Our decrease in net income is
due to lower capacity utilization in conjunction with higher compensation and related costs, sales and marketing costs,
depreciation and the recognition of stock-based compensation expense under SFAS No. 123(R) of $1.1 million.

Recruitment efforts and student starts lag the prior year due to a variety of factors. A strong labor market across the
country coupled with affordability concerns associated with climbing interest rates and increased gas and housing
prices have made it more challenging and expensive to recruit and start students. The transition to a new advertising
agency and call center during the second quarter of our current fiscal year contributed to a disruption in lead flow.
During our third quarter, lead flow has improved and we believe the improvement is associated with the completion of
the transition of our advertising agency and call center vendor relationships as well as the development of new
creative advertisements and promotional materials and additional spending in advertising.

Historically, we have been able to overcome such external forces by modifying educational programs, utilizing
different pricing strategies and investing in sales and marketing. In response to both the external environment and
internal operational issues, we have implemented a plan that focuses on stabilizing and improving key operating
efforts. We are uncertain when we will realize the benefits of these efforts.
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Results of Operations
The following table sets forth selected statements of operations data as a percentage of net revenues for each of the

periods indicated.

Three Months Ended Nine Months Ended
June 30, June 30,
2005 2006 2005 2006

Net Revenues 100.0% 100.0% 100.0% 100.0%
Operating expenses:

Educational services and facilities 48.7% 53.2% 46.4% 49.5%
Selling, general and administrative 36.2% 40.0% 35.4% 37.2%
Total operating expenses 84.9% 93.2% 81.8% 86.7%
Income from operations 15.1% 6.8% 18.2% 13.3%
Interest income -0.5% -1.0% -0.4% -0.9%
Income before income taxes 15.6% 7.8% 18.6% 14.2%
Income tax expense 5.6% 2.4% 6.9% 5.3%
Net income 10.0% 5.4% 11.7% 8.9%

Three Months Ended June 30, 2006 Compared to Three Months Ended June 30, 2005 and Nine Months Ended
June 30, 2006 Compared to Nine Months Ended June 30, 2005

Net revenues. Our revenues for the three months ended June 30, 2006 were $84.1 million, representing an increase
of $8.1 million, or 10.6%, as compared to net revenues of $76.1 million for the three months ended June 30, 2005.
This increase was due to tuition increases of approximately 6.0% and a 4.1% increase in the average undergraduate
full-time student enrollment during the three months ended June 30, 2006. Average undergraduate full-time student
enrollment increased to 15,166 for the three months ended June 30, 2006 as compared to 14,572 for the three months
ended June 30, 2005.

Our revenues for the nine months ended June 30, 2006 were $258.3 million, representing an increase of
$31.4 million, or 13.9%, as compared to net revenues of $226.9 million for the nine months ended June 30, 2005. This
increase was due to a 7.7% increase in the average undergraduate full-time student enrollment and tuition increases of
approximately 5.7%. Average undergraduate full-time student enrollment increased to 16,324 for the nine months
ended June 30, 2006 as compared to 15,155 for the nine months ended June 30, 2005.

Educational services and facilities expenses. Our educational services and facilities expenses for the three months
ended June 30, 2006 were $44.8 million, an increase of $7.7 million, as compared to educational services and facilities
expenses of $37.1 million for the three months ended June 30, 2005. Our educational services and facilities expenses
for the nine months ended June 30, 2006 were $127.9 million, an increase of $22.5 million, as compared to
educational services and facilities expenses of $105.3 million for the nine months ended June 30, 2005. The increases
in these expenses for the three and nine months ended June 30, 2006 are primarily related to increases in
compensation and related costs of approximately $4.4 million and $13.3 million, respectively, attributable to the
staffing of education management, instructors and student support functions related to our expansion efforts as well as
additional staffing to accommodate current and future growth. Recent
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expansion activities also increased operating costs, as compared to the comparable periods in the previous year.
Campus rent and utilities and depreciation expense increased approximately $0.8 million and $0.9 million,
respectively, for the third quarter ended June 30, 2006 and increased approximately $2.3 million and $2.7 million,
respectively, for the nine months ended June 30, 2006. In addition, we recognized stock compensation expense of
approximately $0.1 million in the third quarter ended June 30, 2006 and $0.4 million for the nine months ended

June 30, 2006 as a result of our adoption of SFAS No. 123(R). We did not recognize any stock compensation expense
as a component of educational services and facilities in the previous comparative periods.

Educational services and facilities expenses as a percentage of net revenues increased to 53.2% for the three
months ended June 30, 2006 as compared to 48.7% for the three months ended June 30, 2005. Educational services
and facilities expenses as a percentage of net revenues increased to 49.5% for the nine months ended June 30, 2006 as
compared to 46.4% for the nine months ended June 30, 2005. The increase in educational services and facilities
expenses as a percentage of net revenues for the three months and nine months ended June 30, 2006 is attributable to
decreased capacity utilization.

We begin to incur educational services and facilities costs associated with instructor compensation and occupancy
costs during the 12 to 15 months in advance of new campus openings. The majority of our start-up costs are incurred
in the nine month period prior to a campus opening. For the three months ended June 30, 2006, start-up costs were
$2.9 million related to our Norwood, Massachusetts campus and $1.8 million related to our Sacramento, California
campus for total start-up costs of approximately $4.7 million. For the three months ended June 30, 2005, start-up costs
were $0.8 million related to our Norwood, Massachusetts campus. For the nine months ended June 30, 2006, start-up
costs were $6.9 million related to our Norwood, Massachusetts campus and $4.1 million related to our Sacramento,
California campus for total start-up costs of approximately $11.0 million. For the nine months ended June 30, 2005
start-up costs were $1.1 million related to our Norwood, Massachusetts campus.

Selling, general and administrative expenses. Our selling, general and administrative expenses for the three
months ended June 30, 2006 were $33.6 million, an increase of $6.1 million, as compared to selling, general and
administrative expenses of $27.6 million for the three months ended June 30, 2005. Our selling, general and
administrative expenses for the nine months ended June 30, 2006 were $96.0 million, an increase of $15.8 million, as
compared to selling, general and administrative expenses of $80.2 million for the nine months ended June 30, 2005.
The increases in these expenses for the three and nine months ended June 30, 2006 are related to increases in
compensation and related costs of approximately $2.0 million and $6.4 million, respectively, primarily due to
increased personnel associated with sales and marketing activities and other organizational support. In addition, we
recognized stock compensation expense of approximately $1.0 million and $2.8 million for the three and nine months
ending June 30, 2006, respectively, attributable to our adoption of SFAS No. 123(R). Selling, general and
administrative expenses were also impacted by increases in advertising expense of approximately $1.4 million and
$3.0 million, for the three and nine months ended June 30, 2006, respectively, due to increased advertising to support
new applicants and increased contract services of approximately $0.7 million for both the three and nine months
ended June 30, 2006 primarily due to $0.5 million in costs incurred associated with the termination of new campus
site selection activities. These increases were partially offset by a decrease for the three and nine months ended
June 30, 2006 in professional services of approximately $0.1 million and $0.7 million, respectively, primarily
attributable to reduced legal costs and lower costs associated with Sarbanes-Oxley compliance efforts.

Selling, general and administrative expenses as a percentage of net revenues increased to 40.0% for the three
months ended June 30, 2006 as compared to 36.2% for the three months ended June 30, 2005. Selling, general and
administrative expenses as a percentage of net revenues increased to 37.2% for the nine months ended June 30, 2006
as compared to 35.4% for the nine months ended June 30, 2005. The increase in selling, general and administrative
expenses as a percentage of net revenues for the three and nine months ended June 30, 2006 is

18

Table of Contents 23



Edgar Filing: UNIVERSAL TECHNICAL INSTITUTE INC - Form 10-Q

Table of Contents

due to stock-based compensation expense attributable to our adoption of SFAS No. 123(R) and additional spending in
advertising.

We begin to incur selling, general and administrative expenses associated with campus administration and sales
force compensation and advertising costs during the 12 to 15 months in advance of new campus openings. The
majority of our start-up costs are incurred in the nine-month period prior to a campus opening. For the three months
ended June 30, 2006, start-up costs were $1.5 million related to our Norwood, Massachusetts campus and $1.3 million
related to our Sacramento, California campus for total start-up costs of approximately $2.8 million. For the three
months ended June 30, 2005, start-up costs were $1.2 million related to our Norwood, Massachusetts campus and
$0.4 million related to our Sacramento, California campus for total start-up costs of $1.6 million. For the nine months
ended June 30, 20006, start-up costs were $4.3 million related to our Norwood, Massachusetts campus and $3.5 million
related to our Sacramento, California campus for total start-up costs of approximately $7.8 million. For the nine
months ended June 30, 2005 start-up costs were $2.0 million related to our Norwood, Massachusetts campus and
$0.6 million related to our Sacramento, California campus for total start-up costs of $2.6 million.

Interest income. Our interest income for the three months ended June 30, 2006 was approximately $0.8 million,
representing an increase of approximately $0.4 million compared to interest income of approximately $0.4 million for
the three months ended June 30, 2005. Our interest income for the nine months ended June 30, 2006 was
approximately $2.4 million, representing an increase of approximately $1.4 million compared to interest income of
approximately $1.0 million for the nine months ended June 30, 2005. The increase in interest income is primarily
attributable to the increase in available investment funds as well as higher interest rate returns.

Income taxes. Our provision for income taxes for the three months ended June 30, 2006 was approximately
$2.0 million, or 31.0% of pretax income, compared to approximately $4.2 million, or 35.8% of pretax income for the
three months ended June 30, 2005. Our provision for income taxes for the nine months ended June 30, 2006 was
approximately $13.8 million, or 37.4% of pretax income, compared to approximately $15.7 million, or 37.1% of
pretax income for the nine months ended June 30, 2005. The higher effective rate for the nine months ended June 30,
2006 as compared to the nine months ended June 30, 2005 was primarily attributable to higher statutory state tax rates
and the reduction of state tax incentives partially offset by the release of tax reserves due to the closure of additional
tax years subject to audit. In addition, in the third quarter of 2006, we recognized approximately $0.8 million as
additional paid in capital in connection with the release of tax reserves.

Liquidity and Capital Resources

We finance our operating activities and our internal growth through cash generated from operations. Our net cash
from operations was $28.8 million for the nine months ended June 30, 2006 compared to $52.3 million for the nine
months ended June 30, 2005. Cash provided by operations for the nine month period ended June 30, 2005 includes the
favorable impact of the release of restricted cash in the amount of $10.4 million.

A majority of our revenues are derived from Title IV Programs. Federal regulations dictate the timing of
disbursements of funds under Title IV Programs. Students must apply for a new loan for each academic year
(thirty-week periods) and loan funds are generally provided by lenders in two disbursements for each academic year.
The first disbursement is usually received 30 days after the start of a student s academic year and the second
disbursement is typically received at the beginning of the sixteenth week from the start of the student s academic year.
Certain types of grants and other funding are not subject to a 30-day delay. Our undergraduate programs are typically
designed to be completed in 12 to 18 months. These timing factors, together with the timing of when our students
begin their programs, affect our operating cash flow.
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For the nine months ended June 30, 2006, our cash flows provided by operating activities were $28.8 million due
to net income of $23.0 million, plus net adjustments of $14.7 million for non-cash and other items less $8.9 million
related to the change in our operating assets and liabilities.

For the nine months ended June 30, 2005, our cash flows provided by operating activities were $52.3 million due
to net income of $26.6 million, plus net adjustments of $10.5 million for non-cash and other items plus $15.2 million
related to the change in our operating assets and liabilities.

Changes in non-cash items

For the nine months ended June 30, 2006, the primary adjustments to our net income for non-cash and other items
were depreciation and amortization of $10.2 million, substantially all of which was depreciation, bad debt expense of
$3.8 million and stock-based compensation of $3.4 million primarily related to our adoption of SFAS No. 123(R)
partially offset by a reduction in deferred income taxes of $1.8 million and our excess tax benefits from stock-based
compensation of $1.0 million.

For the nine months ended June 30, 2005, the primary adjustments to our net income for non-cash and other items
were depreciation and amortization of $7.1 million, substantially all of which was depreciation, bad debt expense of
$3.0 million, tax benefit derived from option exercises of $1.1 million and stock-based compensation of $0.3 million
partially offset by a reduction in deferred income taxes of $1.1 million.

Changes in operating assets and liabilities

For the nine months ended June 30, 2006, the cash outflows of $8.9 million relating to changes in our operating
assets and liabilities was primarily due to changes in accounts receivables, deferred revenue, accounts payable and
accrued expenses, income tax payable and prepaid expenses. The timing of tuition funding resulted in a decrease in
accounts receivable of $4.8 million and a decrease in deferred revenue of $3.4 million resulting in a net cash inflow of
$1.4 million. The cash used in accounts payable and accrued expenses primarily related to payments related to
performance bonuses of approximately $4.0 million and a bank overdraft of $4.2 million partially offset by
approximately $1.0 related to the timing and fluctuation of the accounts payable cycle. The bank overdraft is
attributable to a treasury management process whereby we are able to maximize our invested cash while providing
cash to our primary bank to cover individual daily requirements. The decrease in income taxes of $1.8 million was
attributable to the payment of estimated taxes. The increase in prepaid expenses of $1.1 million was primarily related
to the timing of payment for advertising costs. Other adjustments provided net cash outflow of $0.2 million.

For the nine months ended June 30, 2005, the $15.2 million relating to the change in our operating assets and
liabilities was primarily due to changes in restricted cash and prepaid expenses. A significant non-recurring benefit in
operating assets and liabilities was the release of $10.4 million in restricted cash related to collateral provided for a
letter of credit issued in favor of ED. The collateral was released upon expiration of the letter of credit. The increase in
prepaid expenses of $3.2 million was primarily attributable to the timing of payment for facility rents and other
services.

Our days sales outstanding (DSO) in accounts receivable was approximately 18 days at June 30, 2006 compared to
approximately 21 days at June 30, 2005. DSO is impacted by the timing of Title IV tuition funding as well as our total
student population.

At June 30, 2006, we had a working capital deficit of approximately $0.1 million primarily attributable to the use
of $15.0 million in cash used to repurchase stock in accordance with our stock repurchase program.
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Investing Activities

For the nine months ended June 30, 2006, cash flows used in investing activities were $18.8 million and were
primarily related to the purchase of $35.1 million in capital expenditures primarily associated with new campus
construction and existing campus expansions partially offset by proceeds of $16.3 million from the release of our
restricted investments that provided cash collateral for our letter of credit issued in favor of ED.

For the nine months ended June 30, 2005, cash flows used in investing activities were $49.8 million and were
primarily related to the purchase of $34.2 million in capital expenditures and our net investment of approximately
$15.8 million used to purchase securities.

Financing Activities

For the nine months ended June 30, 2006, cash flows used in financing activities were $7.2 million and were
primarily due to proceeds of $2.6 million related to stock issued under employee option plans, a bank overdraft of
$4.2 million resulting from the timing of payments issued through controlled disbursement accounts and $1.0 million
related to recognition of the excess tax benefit from stock-based compensation in connection with our adoption of
SFAS No. 123 (R) partially offset by $15.0 million used for the repurchase of our stock.

For the nine months ended June 30, 2005, cash flows from financing activities were $2.2 million and were
primarily due to proceeds of $2.4 million related to stock issued under employee option plans partially offset by
$0.2 million in a distribution to participating shareholders related to the sale of land held for sale.

On February 28, 2006 our Board of Directors authorized the repurchase of up to $30 million of our common stock
in open market or privately negotiated transactions. The timing and actual number of shares purchased will depend on
a variety of factors such as price, corporate and regulatory requirements and other prevailing market conditions. We
may terminate or limit the stock repurchase program at any time without prior notice. At June 30, 2006, we have
repurchased approximately 612,000 shares at a total cost of $15.0 million.

Future Liquidity Sources

Based on past performance and current expectations, we believe that our cash flows from operations will satisfy
our working capital needs, capital expenditures, commitments, and other liquidity requirements associated with our
operations through the next 12 months. We believe that the most strategic uses of our cash resources include
expanding new and existing campuses, expanding our program offerings, marketing to increase capacity utilization
and repurchasing our stock. In addition, our long term strategy includes considering strategic acquisitions. To the
extent that potential acquisitions are large enough to require financing beyond cash from operations and available
borrowings under our credit facility, we may incur additional debt or issue debt resulting in increased interest expense.

Credit Facility

During fiscal 2005, under the terms of our credit agreement, we issued a letter of credit in favor of ED in the
amount of $14.4 million that was collateralized by a $16.2 million restricted investment held in marketable securities.
During October 2005, we were notified by ED that our letter of credit was no longer required. Upon release of the
letter of credit, our restricted investment balance of approximately $16.2 million became available for general
corporate use.

On July 5, 2006 we entered into a modification agreement of our credit agreement dated October 26, 2004 which
provided a revolving line of credit in the amount of $30.0 million and a standby letter of credit facility in
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the amount of $20.0 million. The modification agreement eliminated the standby letter of credit facility, of which $0
was outstanding at the date of the modification and changed the minimum quarterly current ratio financial covenant as
follows: 0.50 to 1.00 through June 30, 2007 and 0.60 to 1.00 on September 30, 2007 and thereafter. Prior to the
modification, the minimum quarterly current ratio financial covenant was 0.60 to 1.00 at September 30, 2006 and
thereafter. The revolving line of credit is unsecured and guaranteed by our wholly owned subsidiary UTI Holdings,
Inc. and each of its wholly owned subsidiaries.

At June 30, 2006, we have no borrowings under our credit facility and we were in compliance with all covenants.
Seasonality and Trends

Our net revenues and operating results normally fluctuate as a result of seasonal variations in our business,
principally due to changes in total student population. Student population varies as a result of new student
enrollments, graduations and student attrition. Historically, our schools have had lower student populations in our
third fiscal quarter, which ends on June 30, than in the remainder of our fiscal year because fewer students are enrolled
during the summer months. In addition, school is not in session during the one-week holiday break which occurs in
December. As a result, first quarter revenue does not correlate to the peak in student population. Our normal operating
expenses, however, do not vary significantly with changes in our student population and net revenues and, as a result,
such expenses do not fluctuate significantly on a quarterly basis. We expect quarterly fluctuation in operating results
to continue as a result of seasonal enrollment patterns. Such patterns may change however, as a result of new school
openings, new program introductions, increased enrollments of adult students, increased investment in sales and
marketing or acquisitions.

Operating income is negatively impacted during the initial start up of new campus openings. We incur sales and
marketing costs as well as campus personnel costs in advance of the campus opening. Typically we begin to incur
such costs approximately 12 to 15 months in advance of the campus opening with the majority of the costs being
incurred in the nine-month period prior to a campus opening. We incurred start-up losses of approximately
$6.6 million during the nine months ended June 30, 2006 related to our Norwood, Massachusetts and Sacramento,
California campuses, compared to start-up losses of approximately $3.4 million during the nine months ended
June 30, 2005 related to our Norwood, Massachusetts and Sacramento, California campuses. Our Norwood campus
opened in June 2005 and our Sacramento campus opened at its temporary location in October 2005, moving to its
permanent location in June 2006.

Item 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our principal exposure to market risk relates to interest rate changes. As of June 30, 2006, we do not have any term
debt. Consequently, we have minimal financial exposure to market risk.
Cautionary Factors That May Affect Future Results

This report contains forward-looking information about our financial results, estimates and our business prospects
that involve substantial risks and uncertainties. From time to time, we also may provide oral or written
forward-looking statements in other materials we release to the public. Forward-looking statements are expressions of
our current expectations or forecasts of future events. You can identify these statements by the fact that they do not
relate strictly to historic or current facts. They often include words such as anticipate, estimate, expect, project,

plan, believe, will, and other words and terms of similar meaning in connection with any discussion of future
operating or financial performance. In particular, these include statements relating to future actions, future
performance or results, expenses, the outcome of contingencies, such as legal proceedings, and financial results.
Among the factors that could cause actual results to differ materially are the following:
22
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our ability to maintain or renew any required regulatory approvals, standards, accreditation or state authorization;

possible failure or inability to obtain regulatory consents and certifications for new campuses and campus
expansions;

changes in laws and regulations affecting post-secondary education, including Title IV funding;
governmental inquiries, compliance reviews or investigations and the potential for increased litigation;
regulatory investigations of, or actions commenced against, other companies in our industry;

our ability to manage our planned growth, both internally and at new or existing campuses;
competitive developments affecting our industry, including pricing pressures in newer markets;

our ability to maintain and expand existing industry relationships;

our ability to recruit and retain key personnel;

changes in demand for our programs;

increased investment in management and capital resources;

increases in interest rates or state budget constraints adversely affecting a student s ability to secure additional
loans;

lower rates of unemployment;

the timing and number of new campuses that we open or acquire;

growth in costs and expenses;

construction delays with respect to new or expanding campuses;

economic slowdown that affects any significant portion of our customer base, including economic slowdown in
areas of limited geographic scope if markets in which we have significant operations are impacted by such
slowdown;

the effectiveness of our advertising and promotional efforts;

changes in generally accepted accounting principles;

our ability to maintain compliance with Section 404 of Sarbanes-Oxley;

any changes in business, political and economic conditions due to the threat of future terrorist activity in the U.S.
and other parts of the world, and related U.S. military action overseas; and

potential increased competition.
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We cannot guarantee any forward-looking statement will be realized, although we believe we have been prudent in
our plans and assumptions. Achievement of future results is subject to risks, uncertainties and inaccurate assumptions.
Should known or unknown risks or uncertainties materialize, or should underlying assumptions prove inaccurate,
actual results could vary materially from past results and those anticipated, estimated or projected. Investors should
bear this in mind as they consider forward-looking statements.

We undertake no obligation to publicly update forward-looking statements, whether as a result of new information,
future events or otherwise. You are advised, however, to consult any further disclosures we make on related subjects
in our Form 10-Q, 8-K and 10-K reports to the Securities and Exchange Commission. The Form 10-K that we filed
with the SEC on December 14, 2005 listed various important factors that could cause actual results to differ materially
from expected and historic results. We note these factors for investors as permitted by the Private Securities Litigation
Reform Act of 1995. Readers can find them under the heading Cautionary Factors That May Affect Future Results in
the Form 10-K. We incorporate that section of the Form 10-K in this filing and investors should refer to it. You should
understand that it is not possible to predict or identify all such factors. Consequently, you should not consider any
such list to be a complete set of all potential risks or uncertainties. Our filings with the SEC may be accessed at the
SEC s website at www.sec.gov.
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Item 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Under the supervision and with the participation of our management, including the Chief Executive Officer and
Chief Financial Officer, we have evaluated the effectiveness of the design and operation of our disclosure controls and
procedures (as such term is defined in Rules 13a-15(e) and 15d-15(e) under the Exchange Act), pursuant to Exchange
Act Rule 13a-15 as of the end of the period covered by this report. Based upon that evaluation, the Chief Executive
Officer and Chief Financial Officer concluded that our disclosure controls and procedures are effective in ensuring
that (i) information required to be disclosed by the Company in the reports that it files or submits under the Exchange
Act is recorded, processed, summarized and reported, within the time periods specified in the SEC s rules and forms
and (ii) information required to be disclosed by the Company in the reports that it files or submits under the Exchange
Act is accumulated and communicated to the Company s management, including its principal executive and principal
financial officers, or persons performing similar functions, as appropriate to allow timely decisions regarding required
disclosure.
Changes in Internal Control Over Financial Reporting

There were no changes in our internal control over financial reporting identified in connection with the evaluation
required by Exchange Act Rule 13a-15(d) that occurred during the quarter ended June 30, 2006 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION
Item 1. LEGAL PROCEEDINGS

In the ordinary conduct of our business, we are periodically subject to lawsuits, investigations and claims,
including, but not limited to, claims involving students or graduates and routine employment matters. Although we
cannot predict with certainty the ultimate resolution of lawsuits, investigations and claims asserted against us, we do
not believe that any currently pending legal proceeding to which we are a party will have a material adverse effect on
our business, results of operations, cash flows or financial condition.

As we have previously reported, in April 2004, we received a letter on behalf of nine former employees of National
Technology Transfer, Inc. (NTT), an entity that we purchased in 1998 and subsequently sold, making a demand for an
aggregate payment of approximately $0.3 million and 19,756 shares of our common stock. On February 23, 2005, the
former employees filed suit in Maricopa County, Arizona Superior Court. We filed a motion for summary judgment
and by minute entry dated December 22, 2005, the Arizona Superior Court granted our motion on all claims. The
plaintiffs filed a motion requesting that the court amend and vacate its minute entry. The Court denied plaintiffs
motion on March 30, 2006. On May 1, 2006, the Court entered final judgment in our favor and against plaintiffs on all
claims. Plaintiffs filed a notice of appeal on May 22, 2006 and the matter is currently pending before the Arizona
Court of Appeals.

Item 1A. RISK FACTORS

Information regarding risk factors appears in Part I, Item 3 of this report under the heading Cautionary Factors That
May Affect Future Results and in Part I, Item 1 of our 2005 Annual Report on Form 10-K filed with the Securities and
Exchange Commission on December 14, 2005.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
The following table summarizes the purchase of equity securities made through our stock repurchase program:
ISSUER PURCHASES OF EQUITY SECURITIES

(d)
Maximum
Number
(or
Approximate
Dollar
Value) of
(c) Total Shares
(a) Total Number of that
Number (b) Shares May Yet
of Average Purchased as Be
Price Purchased
Shares Paid Part of Publicly Under the
Announced Plans Or
Period Purchased per Share Plans Programs
May 12, 2006 - May 31, 2006 302,900 $ 25.09 302,900 $22.4 million
June 1, 2006 - June 15, 2006 308,750 $ 23.98 308,750 $15.0 million
Total 611,650 $ 2453 611,650 $15.0 million

(1) Our stock
repurchase
program was
announced on
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March 6, 2006.
All shares were
repurchased
pursuant to this
program.

(2) On February 28,
2006, the Board
of Directors
authorized the
repurchase of up
to $30.0 million
of our
outstanding
common stock
in open market
or privately
negotiated
transactions.
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(3) Our stock
repurchase
program has no
expiration date,
however, we
may terminate
or limit the
stock repurchase
program at any
time without
prior notice.

Item 6. EXHIBITS

(a) Exhibits (filed herewith):

Number Description
31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. §1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.

322 Certification of Chief Financial Officer pursuant to 18 U.S.C. §1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

UNIVERSAL TECHNICAL INSTITUTE,
INC.

Dated: August 9, 2006 By: /s/ Jennifer L. Haslip
Jennifer L. Haslip
Senior Vice President, Chief Financial
Officer,
Treasurer and Assistant Secretary
(Principal Financial Officer and Duly
Authorized Officer)
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INDEX TO EXHIBITS
Number Description
31.1 Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
31.2 Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. §1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.
322 Certification of Chief Financial Officer pursuant to 18 U.S.C. §1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002.
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