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royalties, all of which vary as revenues increase or decrease. These costs also include the variable cost of royalties, hosting
and subscription-related costs, largely in our Gale segment.

Amortization of pre-publication costs increased by $4.6, or 3.9%, to $123.6 for the year ended December 31, 2006 from
$119.0 for the year ended December 31, 2005. This increase was due primarily to investments in pre-publication costs,
higher sales and growth in the business.

Selling, general & administrative, excluding depreciation increased by $30.8, or 8.4%, largely from restructuring costs
associated with various businesses, corporate and shared service functions as well as strategic investments in various
international businesses and infrastructure in China and India.

Allocation of management costs from TOC increased by $6.7, or 16.3%, due primarily to higher compensation costs
and professional services fees incurred by TOC.

Depreciation increased by $5.8, or 12.2%, due primarily to depreciation of property and equipment related to
infrastructure investments.

Amortization and impairment of identifiable intangible assets increased by $4.2, or 10.7%, due primarily to an
impairment charge of $2.9 associated with a product within our Gale segment and to the impact of having a full year of
amortization for completed acquisitions.

Gain on nonmonetary transaction of $1.3 for the year ended December 31, 2006 reflects a non-monetary exchange of
book titles and content with another publisher.

Interest expense with TOC decreased by $51.2, or 58.6%, due principally to a capital contribution of $906.0 in March
2006 from TOC that was used to reduce Notes payable to TOC.

Interest expense decreased by $0.3, or 5.2%, due primarily to lower long-term debt reflecting the principal payment
made during 2006 in the amount of $35.0, offset by higher interest on our capital lease obligation.

Provision for income taxes increased by $24.4, or 41.6 %, due to an increase in income before taxes from continuing
operations. Our effective tax rate for the year ended December 31, 2006 was 39.8% and for the year ended December 31,
2005 was 40.6%.

Our effective tax rate is subject to change based on nonrecurring events as well as recurring factors including
geographical mix of income or loss before taxes and the related tax rates in those jurisdictions. In addition, our effective tax
rate will change based on discrete or other nonrecurring events (such as audit settlements) that may not be predictable.

Equity losses of investee, net of taxes decreased by $1.0, or 12.7%, as a result of reduced expenses incurred by U21.

Income from discontinued operations, net of tax increased $1.1, or 25.6%, on growth in revenues and flow through of
such revenue growth through to net income.
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Segment Operating Results

Academic & Professional
Years Ended
December 31, Percentage
2006 2005 Change
Revenue $ 10311 $ 975.4 5.7%
Segment operating profit 385.0 360.0 6.9%
Margin 37.3% 36.9%

Revenues Our Academic & Professional segment revenue increased by $55.7, or 5.7%, on strong growth in the
domestic higher education, career and professional channels, growth from acquisitions of 1.2% as well as English language
teaching and higher education sales in Latin America. Partially offsetting this growth is a decrease in the recognition of

deferred revenue associated with lower sales of deferrable sales in the prior periods.

Segment operating profit Our Academic & Professional segment operating profit grew by $25.0, or 6.9%, mainly on
higher revenue flow through and lower employee and sampling costs.

Gale
Years Ended
December 31, Percentage
2006 2005 Change
Revenue $ 322.4 $ 309.5 4.2%
Segment operating profit 139.3 124.8 11.6%
Margin 43.2% 40.3%

Revenues Gale’s revenue increased by $12.9, or 4.2%, due primarily from an increase in digital products (largely
archives, subscriptions and e-books) partially offset by flat print revenues as libraries continue to migrate from print to digital

products and decline in film sales.
Segment operating profit Gale’s segment operating profit increased by $14.5, or 11.6%, on higher revenue flow
through and cost containment measures.

International
Years Ended
December 31, Percentage
2006 2005 Change
Revenue $ 211.5 $ 203.8 3.8%
Segment operating profit 24.6 37.1 -33.7%
Margin 11.6% 18.2%

Revenues Our International segment revenues increased by $7.7, or 3.8%, reflecting growth from acquisitions of 2.0%,
the favorable impact of foreign currency translation of 0.9%, growth in our English language teaching businesses in EMEA,
Asia and U.S., higher distance learning sales in Australia and higher education sales in Asia and Australia. Partially
offsetting this growth was lower sales of library reference material in EMEA and lower school sales in Australia.

Segment operating profit Our International segment operating declined by $12.5, or 33.7%, reflecting a mix of sales to
lower margin regions and products coupled with spending for strategic investment purposes and growth in targeted regions.
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Liquidity and Capital Resources

As discussed above, the Cumulative Period Ended June 30, 2008 is not a GAAP measure but has been provided to
enhance the reader’s understanding of the results of operations for the periods presented.

Successor Predecessor

Period Period Cumulative
July 5, 2007 | July 1, 2007 Period Ended
to June 30, to July 4, June 30,
2008 2007 2008
Other Financial Data
Additions to property, equipment and capitalized software for internal use $ 407 $ - $ 40.7
Additions to pre-publication costs 123.9 - 123.9
Statements of Cash Flows
Net cash provided by (used in) of continuing operations
Net cash provided by operating activities $ 3018 $ 6.5 $ 308.3
Net cash used in investing activities (8,143.1) - (8,143.1)
Net cash provided by (used in) financing activities 7,873.4 (11.7) 7,861.7
Net cash (used in) provided by discontinued operations (3.1) 15 (1.6)
Impact on cash and cash equivalents from change in foreign currency 0.2 - 0.2
Net increase (decrease) in cash and cash equivalents $ 292 $ (37 $ 25.5

The following table sets forth other financial data and our cash flows from operating, investing and financing activities
for the Cumulative Period Ended June 30, 2008, for the six month periods ended June 30, 2007 and 2006, and the years
ended December 31, 2006 and 2005 (Thomson Learning).

Cumulative
Period Ended Six Months Ended Years Ended
June 30, June 30, December 31,
2008 2007 2006 2006 2005
Other Financial Data
Additions to property, equipment and capitalized
software for internal use $ 407 $ 265 $ 169 $ 435 $ 479
Additions to pre-publication costs 123.9 60.4 55.4 118.0 125.1
Statements of Cash Flows
Net cash provided by (used in) of continuing operations
Net cash provided by (used in) operating activities $ 3083 $ 260 $ (423) $ 3289 $ 35438
Net cash used in investing activities (8,143.1) (120.2) (77.8) (185.4) (211.0)
Net cash provided by (used in) financing activities 7,861.7 79.0 115.1 (133.5) (155.1)
Net cash (used in) provided by discontinued operations (1.6) (2.9) (0.8) (6.1) 6.6
Impact on cash and cash equivalents from change
in foreign currency 0.2 0.8 0.1 1.5 (1.6)
Net increase (decrease) in cash and cash equivalents $ 255 $ (173) $ (7 $ 54 $ (6.3

Operating activities. Net cash provided by operating activities from continuing operations for the Cumulative Period
Ended June 30, 2008 decreased by $20.6, or 6.3%, compared to the year ended December 31, 2006. This decrease was
attributable primarily to the change in net cash interest payments of $337.6, partially offset by improved operating results
before depreciation, amortization and impairment of identifiable intangible assets and pre-publication costs as well as
favorable working capital movements.

Net cash provided by operating activities from continuing operations was $26.0 for the six months ended June 30, 2007,
as compared to net cash used of $42.3 for the six months ended June 30, 2006. This net improvement of $68.3 was
attributable to more favorable timing of payments of accounts payable and accruals for professional fees and management
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bonuses incurred in the current period which were paid subsequent to the Acquisition, partially offset by increased losses
during the period.

Net cash provided by operating activities from continuing operations for the year ended December 31, 2006 decreased
by $25.9, or 7.3%, to $328.9 from $354.8 for the year ended December 31, 2005. This decrease was due primarily to higher
bonus and royalty payments.

Investing activities. Net cash used in investing activities from continuing operations for the Cumulative Period Ended
June 30, 2008 was $8,143.1 as compared to $185.4 for the year ended December 31, 2006, primarily reflecting the impact of
the acquisitions of Thomson Learning and HM College for $7,977.3, partially offset by lower capital infusions and higher
proceeds from the sale associated with U21, formerly an equity investment.

Net cash used in investing activities from continuing operations for the six months ended June 30, 2007 increased by
$42.4, or 54.5%, to $120.2 from $77.8 for the same period in 2006. This increase resulted from acquisitions of businesses, a
capital infusion of $5.2 into U21, higher spending on pre-publication costs and increased additions to property, equipment
and capitalized software for internal-use, primarily for the ongoing development of a disaster recovery center for our shared
services center in Independence, Kentucky.

Net cash used in investing activities from continuing operations for the year ended December 31, 2006 decreased by
$25.6, or 12.1%, to $185.4 from $211.0 for the year ended December 31, 2005. This decrease was due primarily to lower
spending for acquisitions of businesses, reduced capital infusions into U21 and lower spending on pre-publication costs as
well as property, equipment and capitalized software for internal use.

Financing activities. Net cash provided by financing activities from continuing operations for the Cumulative Period
Ended June 30, 2008 was $7,861.7 as compared to net cash used of $133.5 for the year ended December 31, 2006, primarily
reflecting the Financing Transactions and the cessation of financing activities with TOC. Also included in current period
financing activities is a principal payment of $25.8 on our long-term debt and the settlement of our capital lease obligation
associated with the property located in Farmington Hills, Michigan of $26.0.

Net cash provided by financing activities from continuing operations for the six months ended June 30, 2007 decreased
by $36.1, or 31.4%, to $79.0 from $115.1 for the same period in 2006 primarily due to a decrease in the net investment of
TOC partially offset by the proceeds from notes payable/receivable to TOC.

Net cash used in financing activities from continuing operations for the year ended December 31, 2006 decreased by
$21.6, or approximately 13.9%, to $133.5 from $155.1 for the year ended December 31, 2005. This decrease was due
primarily to an increase in cash overdrafts, an increase in investment by TOC, a decrease in repayments of a term loan with
TOC, offset, in part, by higher repayments of notes payable/receivable to TOC.

Cash Position, Indebtedness and Liquidity

As of June 30, 2008, our total cash and cash equivalents were $44.3 and we had total indebtedness of approximately
$6,295.8. We consummated our acquisition of the college division of Houghton Mifflin Harcourt Publishing Company (“HM
College™), which we financed primarily through $625.0 of term loan borrowings under the Senior Secured Credit Facilities
and through equity contributions to us. As of June 30, 2007, our total cash and cash equivalents were $18.8 and we had total
indebtedness of approximately $769.8, including Notes payable to TOC and Notes payable due in 2008 totaling $743.8 that
we did not assume as part of the Acquisition.

Our principal uses of cash are to fund the payment of interest and principal on our outstanding debt, acquisitions, as
well as operating costs and capital expenditures, including investments in products and technology offerings. We expect our
cash flows from operations, combined with availability under our revolving credit facility, to provide sufficient liquidity to
fund our current obligations, debt service requirements, projected working capital requirements, restructuring obligations,
debt principal repayments, authorized debt repurchases and capital spending over the next twelve months; however, there can
be no assurance that our business will generate sufficient cash flow from operations, that anticipated net sales growth and
operating improvements will be realized or that future borrowings will be available under our revolving credit facility, or any
other facility, in an amount sufficient to enable us to service our indebtedness or to fund our other liquidity needs beyond
such period. The seasonality of our business is such that a greater portion of revenue and operating cash flow is derived in
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the second half of the calendar year, while costs are incurred more evenly throughout the calendar year and the likelihood of
seasonal borrowings under our revolver varies accordingly.

Prior to the Acquisition, our principal sources of liquidity were our existing cash, internally generated cash flow from
operations and borrowings under our arrangements with TOC. We periodically lent to or borrowed money from various
subsidiaries of TOC as part of TOC’s overall cash management and capitalization program. Certain of these arrangements
were subject to written loan agreements specifying repayment terms and interest payments. These notes were reflected
separately in the Combined Balance Sheet based on their legal form. Since these notes were part of TOC’s overall
capitalization of us, changes in the notes’ balances were reflected as financing activities in the Combined Statement of Cash
Flows.

Our liquidity and our ability to service our debt, as well as fund future acquisitions and other purchase commitments,
operating leases, working capital and capital expenditure requirements, is dependent on our future financial performance,
which is subject to general economic, financial and other factors that are beyond our control. If those factors significantly
change or other unexpected factors adversely affect us, our business may not generate sufficient cash flow from operations or
we may not be able to obtain future financings to meet our liquidity needs. We anticipate that to the extent additional
liquidity is necessary to fund our operations, it would be funded through borrowings under our revolving credit facility, the
incurrence of other indebtedness, additional equity financings or a combination of these potential sources of liquidity.
However, the current state of the credit markets may limit or prevent our ability to obtain additional liquidity on terms
acceptable to us or at all.

Senior Secured Credit Facilities

The senior secured credit facilities provide the borrower, Cengage Learning Acquisitions, Inc. (“CL Acquisitions”), an
indirect wholly-owned subsidiary of Cengage Learning Holdings Il L.P., with variable rate financing of $3,740.0, consisting
of a seven year $3,440.0 term loan facility and a six year $300.0 revolving credit facility (together, the “Senior Credit
Facilities”). Concurrent with the Acquisition, CL Acquisitions borrowed $3,440.0 under the term loan facility and incurred
$58.7 of related financing costs. Such costs are included in “Deferred financing costs” on the Consolidated Balance Sheet
and are being amortized over the term of the Senior Credit Facilities.

Concurrent with the acquisition of HM College on May 30, 2008, CL Acquisitions borrowed $625.0 aggregate principal
amount at maturity ($610.4 in gross proceeds) of incremental term loans under the existing senior secured credit facilities
(the “Incremental Term Loan Facility”) and incurred $2.3 of related financing costs. Such costs are included in “Deferred
financing costs” on the Consolidated Balance Sheet and are being amortized over the term of the Incremental Term Loan
Facility.

Under the Senior Credit Facilities, the borrower can elect the term of each drawdown and loan rollover, as well as
which benchmark interest rate would apply, plus a predefined margin based on our leverage ratio. In addition, during the
period July 5, 2007 to June 30, 2008, CL Acquisitions borrowed and repaid $35 of term loans under the revolver at an
average annual rate of 8.07%. The interest rate for term loan borrowings under the term loan facility and the revolving credit
facility were the applicable LIBOR rate plus a margin of 2.75% during the period July 5, 2007 to February 18, 2008 and
LIBOR rate plus a margin of 2.5% during the period February 19, 2008 to June 30, 2008. The interest rate for the
Incremental Term Loan Facility was the applicable LIBOR rate (limited to a minimum contractual rate of 3.75%) plus a
margin of 3.75% during the period May 30, 2008 to June 30, 2008. CL Acquisitions also borrowed and repaid $6.5 of swing
line loans under the revolver during the period July 5, 2007 to June 30, 2008 at an average annual rate of 9.86%. The interest
rate for swing line loans under the revolving credit facility were the applicable base rate (prime) plus a margin of 1.75% for
the period outstanding. Under the revolver, up to $150 is available for the issuance of letters of credit, of which $6.9 was
outstanding as at June 30, 2008 at a cost of 2.25% per annum. At June 30, 2008, CL Acquisitions has $293.1 available under
our revolving credit facility.

In addition, there is an annual commitment fee of 0.50% on unused borrowings under the revolving credit facility. The

commitment fee, letter of credit fee and margin for borrowings under both the term loan facility and the revolving credit
facility may vary in the future if we attain certain leverage ratios.
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The borrower is required to pay quarterly installments of 1% of the aggregate principal amount at issuance of the term
loans with the remaining amount payable on July 3, 2014. Principal amounts not previously repaid under the revolving credit
facility are payable on July 5, 2013. In addition, CL Acquisitions is required to make quarterly interest payments.

All obligations under the Senior Credit Facilities are guaranteed on a senior basis by Cengage Learning Holdings 11 L.P.
and substantially all of its material wholly-owned domestic subsidiaries (except CL Acquisitions, as borrower), and are
secured by substantially all of the assets of Cengage Learning Holdings Il L.P., the borrower and such guarantors, subject to
certain customary exceptions.

The Senior Credit Facilities require, among other things, that we maintain an agreed upon senior secured leverage ratio.
As of June 30, 2008, we were in compliance with the applicable senior secured leverage ratio.

Subject to certain exceptions, the credit agreement limits the amount CL Acquisitions can repay under the senior
subordinated discount notes and the loans under the senior bridge loan credit facility as well as CL Acquisition’s ability to
enter into amendments to the senior subordinated discount notes or the senior bridge loan credit facility that are materially
adverse to the lenders under the Senior Credit Facilities. The Senior Credit Facilities include provisions whereby a portion of
excess cash flow, all of the proceeds from any non-permitted debt issuance and a portion of the proceeds from non-ordinary
course asset dispositions, subject to certain exceptions and reinvestment rights, would have to be used to partially prepay the
term loan. The Senior Credit Facilities also contain certain other customary conditions to borrowing, restrictions, affirmative
covenants, negative covenants and events of default.

Senior Notes and Senior Subordinated Discount Notes

CL Acquisitions issued $1,215.6 aggregate principal amount at maturity ($1,200.1 in aggregate gross proceeds) of
senior notes due 2015 (the “Senior Notes”) and $519.0 aggregate principal amount at maturity ($400.1 in aggregate gross
proceeds) of senior subordinated discount notes due 2015 (the “Senior Subordinated Discount Notes” and, together with the
Senior Notes, the “Notes™). CL Acquisitions incurred $21.5 of related financing costs for the issuance of the Notes, which
are included in “Deferred financing costs” on the Consolidated Balance Sheet and are being amortized over the term of the
Notes.

Interest on the Senior Notes accrues at an annual rate of 10.50% and is payable in cash semi-annually in arrears on
January 15 and July 15 of each year. The Senior Subordinated Discount Notes will not accrue cash interest prior to July 15,
2009. Thereafter, cash interest will accrue on the Senior Subordinated Discount Notes at an annual rate of 13.25 % and is
payable on January 15 and July 15 of each year, commencing on January 15, 2010.

The Senior Notes are unsecured senior obligations. The Senior Subordinated Discount Notes are unsecured, senior
subordinated obligations and are subordinate to all senior indebtedness, including the Senior Credit Facilities and the Senior
Notes. The Notes are effectively subordinated to all of CL Acquisitions secured debt (including the Senior Credit Facilities),
to the extent of the value of the assets securing such debt. The Senior Notes are guaranteed on an unsecured senior basis by
Cengage Learning Holdings Il L.P. and each of its material wholly-owned domestic subsidiaries that guarantees the Senior
Credit Facilities. The Senior Subordinated Discount Notes are guaranteed on an unsecured senior subordinated basis by
Cengage Learning Holdings Il L.P. and each of its material wholly-owned subsidiaries that guarantees the Senior Credit
Facilities. The guarantees of the Notes are effectively subordinated to all of each guarantor’s secured debt, to the extent of
the value of the assets securing such debt.

In accordance with regulations issued by the IRS, to the extent the Senior Subordinated Discount Notes are considered
applicable high yield discount obligations, CL Acquisitions must make a mandatory principal redemption plus accrued
interest at the end of each accrual period ending after July 5, 2012.

The registration rights agreements governing the Notes provide that in the event that an exchange offer registration
statement with respect to the Notes is not filed with the Securities and Exchange Commission on or prior to the 360" day
after the original issuance date of the Notes, additional interest will accrue on the Notes and CL Acquisitions will be required
to pay such interest until the Notes may be resold without restriction under U.S. securities laws. Accordingly, CL
Acquisitions incurred $0.1 in additional interest because CL Acquisitions did not file a registration statement on or prior to
the 360" day after issuance of the Notes. The Notes became freely tradable under Rule 144 of the Securities Act of 1933 and
additional interest ceased to accrue following the 365" day after the issuance of the Notes.
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The indentures that govern the Notes contain certain covenants, agreements and events of default, which are customary
for similar securities.

Senior Bridge Loan Credit Facility

The senior bridge loan credit agreement (the “Senior Bridge Facility”) provides Cengage Learning Holdco, Inc. (“CL
Holdco™), a direct wholly-owned subsidiary of Cengage Learning Holdings Il L.P., as borrower, with financing of $540.0.
At the borrower’s option, all interest thereunder may be paid in cash, or capitalized through an increase in the principal
amount outstanding (“PIK”). This election must be made in advance of each three-month interest period. Concurrent with
the Acquisition, CL Holdco borrowed $540.0 under the Senior Bridge Facility and incurred $10.9 of related financing costs.
Such costs are included in “Deferred financing costs” on the Consolidated Balance Sheet and are being amortized over the
full term of the Senior Bridge Facility.

Borrowings under the Senior Bridge Facility (“Senior PIK Loans”) currently bear interest at the applicable LIBOR rate
plus a margin of 8.25% to 8.75%. The applicable margin increased by 50 basis points on January 5, 2008 to 12.89%, and
will increase by an additional 50 basis points at the end of every three month interest period, up to a maximum interest rate of
13.75% per annum.

CL Holdco elected to capitalize interest due on the loan in the amount of $74.9 for the period from July 5, 2007 to June
30, 2008, as an increase to the principal amount of the loan. In accordance with regulations issued by the IRS, to the extent
these loans are considered applicable high yield discount obligations; CL Holdco must make mandatory principal
prepayments and accrued interest payments in cash beginning in the second half of 2012.

Between January 6, 2008 and July 5, 2008, subject to certain conditions, the arrangers of the Senior Bridge Facility had
the right to request us to issue bonds and use the proceeds to repay the Senior PIK Loans outstanding under the Senior Bridge
Facility. In July 2008, subsequent to our 2008 fiscal year-end, CL Holdco and Cengage Learning Holdings Il L.P. entered
into an amendment (the “First Amendment”) under which, among other things, the holders relinquished such rights. In
addition, the First Amendment also set the interest rate on the borrower’s Senior PIK Loans at 13.75% per annum, effective
July 5, 2008 through October 31, 2008, the date the Senior PIK Loans will automatically convert into senior PIK notes (as
described below).

The Senior PIK Loans are structurally subordinated to the debt and other liabilities of all of CL Holdco’s subsidiaries
and effectively subordinated to all of CL Holdco’s secured debt (including CL Holdco’s senior secured guarantee of the
Senior Credit Facilities), to the extent of the value of the assets securing such debt. The Senior PIK Loans are guaranteed on
a subordinated unsecured basis by Cengage Learning Holdings Il L.P. The guarantee of the Senior PIK Loans is
subordinated to all of Cengage Learning Holdings Il L.P. senior debt (including CL Holdco’s senior guarantees of the Senior
Credit Facilities and the Senior Notes) as well CL Holdco’s guarantee of the Senior Subordinated Discount Notes.

The Senior Bridge Facility contains certain affirmative covenants, negative covenants and events of default, which are
customary for a bridge loan facility.

Under the First Amendment, the Senior PIK Loans will automatically convert into notes in an aggregate principal
amount equal to the unpaid principal amount of such loans on October 31, 2008 (“Senior PIK Notes”). The Senior PIK
Notes will mature on July 15, 2015, bear interest at 13.75% per annum compounded semi-annually and will have covenants
substantially similar to the covenants and events of default applicable to the Senior Notes and Senior Subordinated Discount
Notes issued by CL Acquisitions (a direct wholly-owned subsidiary of CL Holdco). The Senior PIK Notes will have no
registration rights.

The Senior PIK Notes will be structurally subordinated to the debt and other liabilities of all of CL Holdco’s
subsidiaries and effectively subordinated to all of CL Holdco’s secured debt (including CL Holdco’s senior secured guarantee
of the Senior Credit Facilities), to the extent of the value of the assets securing such debt. The Senior PIK Notes will be
guaranteed on a subordinated unsecured basis by Cengage Learning Holdings Il L.P. The guarantee of the Senior PIK Notes
will be subordinated to all of Cengage Learning Holdings Il L.P. senior debt (including CL Holdco’s senior guarantees of the
Senior Credit Facilities and the Senior Notes) as well CL Holdco’s guarantee of the Senior Subordinated Discount Notes.
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As a result of the First Amendment, CL Holdco incurred and capitalized $16.2 of related financing costs. Such costs are
included in “Deferred financing costs” on the Consolidated Balance Sheet and are being amortized over the full term of the
Senior PIK notes.

Contractual Obligations and Commitments

The following table summarizes our future contractual obligations as of June 30, 2008, except as noted below:

Less than 2-3 4-5 More than
1 Year Years Years 5 Years Total

Contractual Obligations
Outstanding debt:

Senior secured credit facilities™ $ 407 $ 814 $ 814 $ 38358 4,039.3

10.50% Senior notes, due 2015” - - - 1,215.6 1,215.6

13.25% Senior subordinated discount notes™ - - - 519.0 519.0

Senior bridge loan facility®® - - - 502.1 502.1
Interest payments on outstanding debt® 343.2 783.2 1,434.9 806.3 3,367.6
Management advisory fee obligations® 20.4 20.0 20.0 50.0 110.4
Operating lease obligations © 21.2 37.9 20.8 30.3 110.2
Purchase obligations © 12.7 9.6 2.9 15 26.7
Other ) 6.9 - - - 6.9

Total $ 4451 $ 932.1 $ 1,560.0 $ 6,960.6 $ 9,897.8

@ Amounts reflect scheduled maturity principal payments.

@ Amount reflects the impact of our purchase and retirement of $12.1 and $32.0 (that had an original issue principal
amount of $37.9) of the senior bridge facility in July and September 2008, respectively, as well as the agreed conversion
of the facility to a note on October 31, 2008 with a scheduled maturity of July 15, 2015.

®) Interest on variable rate debt is estimated based upon the rate in effect as of June 30, 2008 and interest on fixed rate debt
is presented using the stated interest rate. Interest on the Senior Bridge Facility is estimated based upon the rate in effect
as of July 5, 2008 and assuming that Cengage Learning elects to capitalize all interest through July 15, 2011. All
amounts exclude amortization of debt discounts and the amortization of debt issuance costs which would be included in
interest expense in our Consolidated Statements of Operations.

The Senior Subordinated Discount Notes and the Senior Bridge Facility are considered applicable high yield discount
obligations that require us to pay all accrued and unpaid interest on July 15, 2012.

“) Represents payments related to the advisory fee agreements with Apax and OMERS. Fees to fiscal 2008 could not be
paid until July 5, 2008 per restrictions in our debt agreement. As of July 5, 2008, payments are due in advance on a
quarterly basis. These fees are subject to increase upon our purchase of another business or the merging of our Company
with another business. At any time in connection with or in anticipation of a change of control or an initial public
offering, Apax or OMERS may elect to receive their advisory fees in a single lump sum cash payment equal to the
present value of future fees payable for a period of 10 years. See Note 2, “Acquisitions of Thomson Learning and
Houghton Mifflin College Assets,” to our Financial Statements.

®) Represents minimum rental payments for operating leases having initial or remaining non-cancelable lease terms. We
lease many of our facilities as well as other property and equipment under operating leases in the normal course of
business. The minimum lease payments do not include contingent rental expense. Some lease agreements provide us
with the option to renew the lease or purchase the leased property. Our future operating lease obligations would change
if we exercised these renewal options and if we entered into additional operating lease agreements. Future operating
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lease obligations are not recognized in our Consolidated Balance Sheet. See Note 19, “Commitments, Contingencies
and Guarantees,” to our Financial Statements.

®) purchase obligations are defined as an agreement to purchase goods or services that is enforceable and legally binding
and specifying all significant terms, including the following: fixed or minimum quantities to be purchased; fixed,
minimum or variable price provisions; and approximate timing of the transaction. The purchase obligation amounts
disclosed above represent estimates of the minimum for which we are obligated and the time period in which cash
outflows will occur.

Purchase orders and authorizations to purchase that involve no firm commitment from either party are excluded from the
above table. In addition, contracts that can be unilaterally cancelled with no termination fee or with proper notice are
excluded from our total purchase obligations except for the amount of the termination fee or the minimum amount of
goods that must be purchased during the requisite notice period. Purchase obligations are not recognized on our
Consolidated Balance Sheet. See Note 19, “Commitments, Contingencies and Guarantees,” to our Financial Statements.

@) Primarily related to the transition services arrangements with TOC for $3.2 and Houghton Mifflin Company for $2.6
based on current levels of usage and/or costs of provider. See Note 2, “Acquisitions of Thomson Learning and
Houghton Mifflin College Assets,” to our Financial Statements.

The table above does not include our deferred tax liabilities or estimated liability for unrecognized tax benefits under
Financial Accounting Standards Board (“FASB”) Interpretation No. (“FIN”) 48, Accounting for Uncertainty in Income Taxes
- an Interpretation of FASB Statement No. 109, because we are uncertain if or when they will ultimately be settled in cash.
(See Note 16, “Income Taxes,” to our Financial Statements.)

Off-Balance Sheet Transactions

In the ordinary course of business, we may engage in financial transactions that are not recorded on the consolidated
balance sheet, or may be recorded on the consolidated balance sheet in amounts that are different than the full contract or
notional amount of the transactions, including facilities and other operating equipment leases. With the exception of the
operating lease obligations and purchase commitments described in Note 12, “Financial Instruments,” to our Financial
Statements and in the “Contractual Obligations and Commitments” section above, we do no have any material off-balance
sheet transactions.

Application of Critical Accounting Policies and Estimates

Our Financial Statements are prepared in conformity with accounting principles generally accepted in the United States
of America (“GAAP”). In preparing our Financial Statements, we apply various accounting policies and are required to use
estimates and assumptions. While we believe we have considered all available information, actual results could 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 revenues and expenses during the reporting periods. We believe that, of the significant
accounting policies discussed in Note 1, “Basis of Presentation and Summary of Significant Accounting Policies,” to our
Financial Statements, the following accounting policies require our most subjective or complex judgments:

Revenue Recognition: We deliver learning solutions for universities, students, professors, libraries, professionals and
corporations around the world. These solutions are delivered through specialized content, applications and services.
Although printed materials continue to be the most widely-sold learning resource, we are increasingly providing customers
with digital resources. We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the
fee is fixed or determinable and collectibility is probable. We recognize revenue from the sale of print and digital products,
less estimated returns, when the product is shipped and title passes to the customer and revenues from sales of subscription-
based products ratably over the term of the subscription.

When a sales arrangement requires the delivery of more than one product or service, the individual deliverables are

accounted for separately, if applicable criteria are met. Specifically, the revenue is allocated to each deliverable on a relative
basis if reliable and objective evidence of fair value for each deliverable is available. The amount allocated to each unit is
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then recognized when each unit is delivered, provided that all other relevant revenue recognition criteria are met with respect
to that unit. If, however, evidence of fair value is only available for undelivered elements, the revenue is allocated first to the
undelivered items, with the remainder of the revenue being allocated to the delivered items, according to a calculation known
as the residual method. Amounts allocated to delivered items are deferred if there are further obligations with respect to the
delivered items. If evidence of fair value is only available for the delivered items, but not the undelivered items, the
arrangement is considered a single element arrangement and revenue is recognized as the relevant recognition criteria are
met.

Allowance for Doubtful Accounts and Reserve for Sales Returns: Accounts receivable are reflected net of an
allowance for doubtful accounts and sales returns. Management periodically assesses the allowance for doubtful accounts by
evaluating general factors such as the length of time individual receivables are past due, historical collection experience, a
credit evaluation of our customer and the economic environment. A change in our evaluation of a customer’s credit could
affect the estimated allowance. Accounts receivable losses are charged against the allowance when the receivable is
determined to be uncollectible. Subsequent recoveries, if any, are credited to the allowance.

The aggregate allowance for doubtful accounts as of June 30, 2008 and June 30, 2007 was $10.9 and $27.9, respectively.

The estimated reserve for sales returns is based on a review of our historical sales returns experience and our estimate of
future returns associated with various product types and various sales channels, as well as current market trends in the
businesses in which we operate. A change in the pattern or trends in returns could affect our estimated reserve for sales
returns. Sales returns reserve is presented net of estimated inventory and royalty costs. Sales returns are charged against the
reserve as products are returned to inventory and any remaining reserve is reversed at the end of the estimated returns cycle.

The aggregate allowance for sales returns reserve as of June 30, 2008 and June 30, 2007 was $98.6 and $85.2,
respectively.

Inventories: Inventories, which are principally comprised of books, other print products and digital media, are stated at
lower of cost or market value, with cost determined generally using the weighted average method. Allowances are
established to reduce the cost of excess and obsolete inventories to their estimated net realizable value. The allowance is
based upon our historical unit sales by title and considers our assessment of current market conditions, including estimates of
customer demand, and publication revision cycles. A change in sales trends could affect our estimated allowance.

The aggregate allowance for inventory obsolescence as of June 30, 2008 and June 30, 2007 was $27.4 and $60.9,
respectively.

Pre-publication Costs: Pre-publication costs are costs to create a book or other media, and include costs for the
associated delivery method when such media is digital. Pre-publication costs are amortized upon publication of the title over
estimated economic lives of one to six years, being the estimated operating life cycle of the title, with a higher proportion of
the amortization taken in the earlier years. We periodically evaluate our amortization methods and rates. In addition, we
review the recoverability of pre-publication costs periodically based on expected undiscounted cash flows and may, when
appropriate, change our estimate of the remaining estimated economic life of a particular title based upon historical unit sales
and our assessment of current market conditions, including estimates of customer demand, and publication revision cycles.

Impairment of Long-lived Assets: We evaluate the impairment of long-lived assets whenever events or changes in
circumstances indicate the carrying amount of an asset may not be recoverable. The initial test for impairment compares the
carrying amounts with the sum of undiscounted cash flows related to the asset. If the carrying value is greater than the
undiscounted cash flows of the asset, the asset is written down to its estimated fair value.

Identifiable Intangible Assets and Goodwill: Upon acquisition, identifiable intangible assets are recorded at fair
value. ldentifiable intangible assets with finite lives are amortized over their estimated useful lives. We review the carrying
values of these identifiable intangible assets for impairment whenever events or changes in circumstances indicate that their
carrying amounts may not be recoverable. Our initial test for impairment compares the carrying amounts with the sum of
undiscounted cash flows related to the identifiable intangible asset. If the carrying value is greater than the undiscounted
cash flows of the asset, the identifiable intangible asset is required to be written down to its estimated fair value.
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Goodwill represents the excess of the cost of acquired businesses over fair values attributed to underlying net tangible
assets and identifiable intangible assets. We test the carrying value of goodwill at least annually for impairment at a
“reporting unit” level, using a two-step approach. In the first step, the fair value of each reporting unit is determined. If the
fair value of a reporting unit is less than its carrying value, this is an indicator that the goodwill assigned to that reporting unit
may be impaired. In this case, the second step is to allocate the fair value of the reporting unit to the assets and liabilities of
the reporting unit as if it had just been acquired in a business combination, and as if the purchase price was equivalent to the
fair value of the reporting unit. The excess of the fair value of the reporting unit over the amounts assigned to its assets and
liabilities is referred to as the implied fair value of goodwill. The implied fair value of the reporting unit’s goodwill is then
compared to the actual carrying value of goodwill. If the implied fair value is less than the carrying value, we would be
required to recognize an impairment loss for that excess.

In the fourth quarter of fiscal 2008, we conducted our annual impairment test of goodwill in accordance with our policy.
In order to determine the fair value of each reporting unit, we considered various valuation techniques and determined that a
weighted average of a discounted cash flow based methodology, market related multiples and comparable transaction related
multiples were the most meaningful to us. The applied weighting of these methodologies varied by reporting unit and was
either 50% or 80% towards a discounted cash flow value, 10% or 30% towards market related multiples and 10% or 20%
towards comparable transaction related multiples. We weighted our valuation in this manner because we believe that a
discounted cash flow currently provides the most reliable indication of fair value in the market place. Our reduced weighting
towards market related multiples and comparable transaction related multiples reflects our assessment of the inherent
limitations of these models specifically associated with identifying a pool of comparable organizations with publicly
disclosed financial data and the limited number of comparable transactions executed within the most recent twelve months.

We applied certain assumptions as inputs to the valuation calculations. These assumptions represent our best estimates
based upon historic performance of the respective reporting units, trends within the market place and our consideration of the
potential impact of political, economic and social factors that are considered beyond our control. Significant assumptions
included within our discounted cash flow valuation include revenue growth rates, operating profit margins, discount rates
used and terminal growth rates.

e Revenue growth rates and operating profit margins were determined based upon the historic performance of each
reporting unit and our projections of future performance assuming successful execution of our strategic objectives as
well as considering trends within the market place.

e Terminal growth rates were estimated based upon the historic performance of each reporting unit and our
projections of future performance. Given the inherent limitations associated with projecting this far into the future,
our terminal growth rates do not exceed the inflation rate of the jurisdiction in which the reporting unit operates.

e Discount rates represent the industry standard weighted average cost of capital or required rate of return on total
capitalization. It is comprised of the estimated required rate of return on equity plus the current tax-effected rate of
return on long-term debt, weighted by the relative percentages of equity and debt in actual capital structures of
public companies in the industry. The discount rates, which varied from 8.3% to 10.0% depending on the systemic
risk coefficient applied to each particular investment, was determined for each reporting unit.

Significant assumptions included within our market related multiples varied by reporting unit from 1.25 times to 4.50
times and 8.0 times to 14.0 times revenue and earnings before interest, tax, depreciation and amortization, respectively.

Significant assumptions included within our comparable transaction related multiples varied by reporting unit from 1.25
times to 4.5 times and 9.0 times to 14.5 times revenue and earnings before interest, tax, depreciation and amortization,
respectively.

In the fourth quarter of fiscal 2008, we conducted our annual impairment test of goodwill in accordance with our policy
and recorded an aggregate $39.2 impairment charge relating to our business in Australia and two of our EMEA reporting
units, each included within our International segment. This impairment primarily reflects the result of adverse changes in
market conditions since the Acquisition and declines in our expectations of revenue and cash flows driven by softness in
higher education sales in the United Kingdom and Australia.
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A change in any of the assumptions may have a significant impact on the determined fair value of individual reporting
units. Furthermore, if expectations for revenue and cash flows decline or if market conditions deteriorate, we may not be able
to realize the carrying values of our goodwill and identifiable intangible assets and could be required to record future charges
for impairment.

Acquisitions: Acquisitions are accounted for using the purchase method and the results of acquired businesses are
included in the Financial Statements from the dates of acquisition. Under the purchase method of accounting, the cost,
including transaction costs, are allocated to the underlying net tangible and identifiable intangible assets, based on their
respective estimated fair values. Such estimates include expected cash flows to be generated by those assets and the expected
useful lives based on historical experience, current market trends and synergies to be achieved from the acquisition as well as
the expected tax basis of assets acquired. The excess of the purchase price over the estimated fair values of the net assets
acquired is recorded as goodwiill.

Restructuring Charges: Costs associated with exit or disposal activities, including lease termination costs and certain
employee severance costs associated with restructuring, facility closing or other activity, are recognized when they are
incurred. Where we have either a formal severance plan or a history of consistently providing severance benefits
representing a substantive plan, we recognize severance costs when they are both probable and estimable. Additionally, we
may incur restructuring charges in connection with acquisitions when we implement plans to restructure and integrate the
acquired operations. For restructuring charges associated with a business acquisition that are identified in the first year after
the acquisition date, the related costs are recorded as additional goodwill because they are considered to be liabilities assumed
in the acquisition.

Legal Contingencies: We are involved in a variety of claims, lawsuits, investigations and proceedings concerning
intellectual property law, employment law and Employee Retirement Income Security Act, see Note 19, “Commitments,
Contingencies and Guarantees,” in the Financial Statements for further information. We determine whether a loss from a
contingency should be accrued by assessing whether a loss is deemed probable and can be reasonably estimated. We assess
our potential liability by analyzing our litigation and regulatory matters using available information and develop our views on
estimated losses in consultation with outside counsel handling our defense in these matters. Should developments in any of
these matters cause a change in our determination as to an unfavorable outcome and result in the need to recognize a material
accrual, or should any of these matters result in a final adverse judgment or be settled for significant amounts, they could
have a material adverse effect on our results of operations, cash flows and financial position in the period or periods in which
such change in determination, judgment or settlement occurs.

Equity-Based Compensation Plans: We account for our equity-based compensation plan under the fair value
recognition provisions of Statements of Financial Accounting Standards (“SFAS”) No. 123R, Share-Based Payment. See
Note 15, “Equity-Based Compensation,” for further information related to this plan.

Prior to the Acquisition, TOC administered all equity-based compensation plans on behalf of Thomson Learning and
had applied the fair value recognition provisions of SFAS No. 123R to calculate the effect of such compensation on Thomson
Learning’s net (loss) income for the period July 1, 2007 to July 4, 2007, the six months ended June 30, 2007 and the year
ended December 31, 2006, and SFAS No. 123, Accounting for Stock-based Compensation, for the year ended December 31,
2005.

The effects of our equity-based compensation expense are included on our Consolidated and Combined Statements of
Operations as follows:

Successor Predecessor
Period Period Six Months Years Ended
July 5, 2007 to | July 1, 2007 to Ended December 31,
June 30, 2008 July 4, 2007  June 30, 2007 2006 2005
Selling, general and administrative,
excluding depreciation $ 5.6 $ - $ 0.5 $ 13 $ 08
Allocation of management costs from TOC - - 0.3 2.6 2.2
Income tax benefit - - (0.4) (1.3) (1.2)
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Income Taxes: Deferred income taxes are determined based on the temporary differences between the financial
reporting and tax bases of assets and liabilities using the enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to reverse. A valuation allowance is recorded against deferred income tax
assets if management determines that it is more likely than not that such deferred income tax assets will not be realized in the
near future. The income tax provision for the periods shown is the taxes payable or receivable for the period and the change
during the period in deferred income tax assets and liabilities.

The computation of the provision for income taxes requires certain estimates and significant judgment including, but not
limited to, projections of the proportion of income earned and taxed in foreign jurisdictions, permanent and temporary
differences, and the likelihood of recovering deferred tax assets generated. The accounting estimates used to compute the
provision for income taxes may change as new events occur, more experience is acquired, additional information is obtained
or as the tax environment changes.

Effective January 1, 2007, Thomson Learning adopted the provisions FIN 48, Accounting for Uncertainty in Income
Taxes - an Interpretation of FASB Statement No. 109. As a result of this change in accounting policy, Thomson Learning
recorded a non-cash charge of $2.1 to its opening retained earnings as of January 1, 2007 with an offsetting increase to “Net
investment of TOC.” Pursuant to the terms of the Acquisition, TOC agreed to indemnify Cengage Learning against certain
taxes and associated expenses, including those related to unrecognized tax benefits, imposed on or payable by us for any
taxable period that ends on or before July 5, 2007 or is allocable to the period ending on the same date.

Recent Accounting Pronouncements

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. This guidance defines fair value,
establishes a framework for measuring fair value and expands disclosures about fair value measurements, to be applied under
other accounting pronouncements that require or permit fair value measurements. SFAS No. 157 is effective the first fiscal
year beginning after November 15, 2007. In February 2008, the FASB issued FASB Staff Position No. FAS 157-2, Effective
Date of FASB Statement No. 157, which delays the effective date of SFAS No. 157 for one year for all non-financial assets
and non-financial liabilities, except those that are recognized or disclosed at fair value in the financial statements on at least
an annual basis. As such, the adoption of this standard on July 1, 2008 is limited to financial assets and liabilities, which
primarily affects the valuation of the Company’s derivative instruments. We are currently evaluating the impact of this
standard on our Financial Statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of SFAS 115. This guidance provides the option to measure and report certain assets
and liabilities at their fair value. SFAS No. 159 is effective as of the beginning of the first fiscal year after November 15,
2007. We are currently evaluating the impact of this standard on our Financial Statements.

In December 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations. This guidance requires
the acquiring entity in a business combination to recognize the assets acquired, liabilities assumed and any noncontrolling
interest in the acquiree at the acquisition date, measured at their fair values as of that date, with separate recognition of the
costs of the acquisition. SFAS No. 141(R) also requires the acquirer in a business combination achieved in stages to
recognize the identifiable assets and liabilities, and the noncontrolling interest in the acquiree, at the full amounts of their fair
values. SFAS No. 141(R) is effective as of the beginning of the first fiscal year after December 15, 2008 and early adoption
is not permitted. We will adopt this standard in fiscal year 2010 and its effects on future periods will depend on the nature
and significance of any business combinations subject to this standard.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities — an
amendment of FASB Statement No. 133. This guidance requires disclosures about how and why an entity uses derivative
instruments, how derivative instruments and related hedged items are accounted for, and how derivative instruments and
related hedged items affect an entity’s financial position, financial performance, and cash flows. SFAS No. 161 is effective
for fiscal years beginning after November 15, 2008. We adopted early, as permitted, the provisions of SFAS No. 161 as of
June 30, 2008. The adoption of this standard did not have any material effect on our Financial Statements.

In April 2008, the FASB issued FASB Staff Position (“FSP”) No. FAS 142-3, Determination of the Useful Life of
Intangible Assets. FSP No. FAS 142-3 amends the factors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized identifiable intangible asset under SFAS 142, Goodwill and
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Other Intangible Assets. The guidance in FSP 142-3 for determining the useful life of a recognized identifiable intangible
asset shall be applied prospectively to identifiable intangible assets acquired after adoption, and the disclosure requirements
shall be applied prospectively to all intangible assets recognized as of, and subsequent to, adoption. This FSP is effective for
fiscal years beginning after December 31, 2008. Early adoption is not permitted. We will adopt this standard in fiscal year
2010 and its effects on future periods will depend on the nature and significance of any acquired identifiable intangible assets
subject to this standard.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to market risk from foreign currency exchange rates and interest rates, which could affect operating
results, financial position and cash flows. We manage exposure to these market risks through our regular operating and
financing activities and, when appropriate, through the use of derivative financial instruments. These derivative financial
instruments are utilized to hedge economic exposures as well as reduce our earnings and cash flow volatility resulting from
shifts in market rates. As permitted, we designate certain of these derivative contracts for hedge accounting treatment under
SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. However, certain of these instruments may
not qualify for hedge accounting treatment and, accordingly, the results of our operations may be exposed to some level of
volatility. Volatility in our results of operations will vary with the type and amount of derivative hedges outstanding, as well
as fluctuations in the currency and interest rate market during the period.

Periodically we may enter into derivative contracts, including interest rate and cross currency interest rate swap
agreements and interest rate collars to manage interest rate exposures, and foreign currency spot, forward, swap and option
contracts to manage foreign currency exposures. These instruments are held solely as risk management tools and not for
trading or speculative purposes. The fair market values of all our derivative contracts change with fluctuations in interest
rates and/or currency rates and are designed so that any changes in their values are offset by changes in the values of the
underlying exposures. Our interest rate swap agreements do not include ratings based collateral triggers nor do they require
us to post collateral regardless of the size of our market to market exposure.

By their nature, all derivative instruments involve, to varying degrees, elements of market and credit risk not
recognized in our financial statements. The market risk associated with these instruments resulting from currency exchange
and interest rate movements is expected to offset the market risk of the underlying transactions, assets and liabilities being
hedged. Our policy is to deal with counterparties having a single A or better credit rating. We manage credit risk through the
continuous monitoring of exposures to such counterparties.

At June 30, 2008, we have $4,639.6 million in outstanding variable rate debt and $1,656.2 million in outstanding fixed
rate debt. Additionally, financial instruments, including interest rate swap agreements, have been used to manage interest
rate exposures on the variable component of the variable rate debt. Our unhedged variable rate debt is sensitive to future
increases or decreases in the applicable interest rate. A hypothetical 10% increase in interest rates for the unhedged variable
rate debt would adversely affect net loss by approximately $14.8 million.

See Note 12, “Financial Instruments,” to our Financial Statements for a detailed description of derivative instruments
we have entered into to hedge the variable interest rate component of certain of our indebtedness.
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Report of Independent Auditors

To the Board of Directors and partners of Cengage Learning Holdings 11 L.P.:

In our opinion, the accompanying consolidated balance sheet and the related consolidated statement of operations, cash flows
and partners' capital and comprehensive loss present fairly, in all material respects, the financial position of Cengage
Learning Holdings I L.P. and its subsidiaries (the " Successor") at June 30, 2008, and the results of their operations and their
cash flows for the period from July 5, 2007 to June 30, 2008 in conformity with accounting principles generally accepted in
the United States of America. These financia statements are the responsibility of the Company’ s management. Our
responsibility isto express an opinion on these financia statements based on our audit. We conducted our audit of these
statements in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosuresin the
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

Asdiscussed in Note 1 to the financia statements, the Company adopted FIN 48, " Accounting for Uncertainty in Income
Taxes', effective January 1, 2007.

September 22, 2008
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Report of Independent Auditors

To the Board of Directors and management of Cengage Learning Holdings 11 L.P. (successor to Thomson Learning, a
combination of certain assets and liabilities of Thomson Reuters Corporation, formerly The Thomson Corporation):

In our opinion, the accompanying combined balance sheets and the related combined statements of operations, cash flows
and owners' equity and comprehensive income (loss), present fairly, in all material respects, the financial position of Cengage
Learning Holdings I L.P. and its subsidiaries (successor to Thomson Learning, a combination of certain assets and liabilities
of Thomson Reuters Corporation, formerly The Thomson Corporation) (the “Predecessor”) at June 30, 2007 and the results
of their operations and their cash flows for the period from July 1, 2007 to July 4, 2007, the six months period ended June 30,
2007 and each of the two years in the period ended December 31, 2006 in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of the Company’s management.
Our responsibility isto express an opinion on these financia statements based on our audits. We conducted our auditsin
accordance with generally accepted auditing standards as established by the Auditing Standards Board (United States) and in
accordance with the auditing standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonabl e assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on atest basis, evidence supporting the amounts and disclosuresin the
financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

Asdisclosed in Note 18, the Company and The Thomson Corporation (“TOC”) and its subsidiaries engaged in extensive
intercompany transactions, and the Company relied on TOC for a significant portion of its administrative support, for which
it was allocated costs on a basis that management believe is appropriate under the circumstances. The amounts recorded for
these transactions and allocations are not necessarily representative of the amounts that would have been reflected in the
financial statements had the Company been an entity operated independently of TOC.

Asdiscussed in Note 1 to the financial statements, the Company adopted FIN 48, " Accounting for Uncertainty in Income
Taxes", effective January 1, 2007.

September 22, 2008
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Successor Predecessor
June 30, June 30,
2008 2007
Assets
Cash and cash equivalents $ 44.3 $ 18.8
Accounts receivable, net 273.9 208.2
Notes receivable from TOC - 23.8
Inventories 214.1 181.4
Current deferred tax assets 62.3 57.3
Prepaid expenses and other current assets 32,5 37.0
Current assets of discontinued operations 32.7 36.3
Total current assets 659.8 562.8
Property, equipment and capitalized software for internal use, net 160.3 149.3
Pre-publication costs, net 245.7 231.6
Author advances 255 24.8
Identifiable intangible assets, net 3,514.5 569.8
Goodwill 44114 1,367.6
Non-current deferred tax assets 0.6 4.8
Deferred financing costs 80.8 -
Other non-current assets 20.9 19.8
Non-current assets of discontinued operations 26.1 27.0
Total assets $ 9,145.6 $ 29575
Liabilities and Partners' Capital and Owners' Equity
Accounts payable and accrued expenses $ 360.8 $ 235.4
Deferred revenue 104.9 86.7
Current portion of long-term debt 40.7 35.0
Capital lease obligation - 26.0
Notes payable to TOC - 693.9
Current taxes payable 6.8 12.4
Current fair value of derivative instruments 58.8 -
Other current liabilities 9.0 221
Current liabilities of discontinued operations 51.0 52.8
Total current liabilities 632.0 1,164.3
Long-term debt 6,255.1 14.9
Non-current deferred tax liabilities 9225 311.8
Non-current fair value of derivative instruments 35.3 -
Other non-current liabilities 22.0 10.7
Non-current liabilities of discontinued operations 2.1 2.0
Total liabilities 7,869.0 1,503.7
Commitments, contingencies and guarantees (Note 19)
Net investment of TOC - 1,402.5
Partners' capital 1,320.3 -
Accumulated other comprehensive (loss) income (43.7) 51.3
Total partners' capital and owners' equity 1,276.6 1,453.8
Total liabilities and partners' capital owners' equity $ 9,145.6 $ 29575

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

-58 -



CENGAGE LEARNING HOLDINGS Il L.P.
Consolidated Statement of Operations for the Period July 5, 2007 to June 30, 2008 (Successor) and
Combined Statements of Operations for the Period July 1, 2007 to July 4, 2007, the

Six Months ended June 30, 2007, and the Years Ended December 31, 2006 and 2005 (Predecessor)
(In millions of U.S. dollars unless otherwise indicated)

Revenues
Cost of revenues, excluding amortization of
pre-publication costs and depreciation
stated below
Amortization of pre-publication costs
Total cost of revenues, excluding
depreciation stated below

Selling, general & administrative, excluding
depreciation stated below
Allocation of management costs from TOC (Note 18)
Depreciation
Impairment of goodwill
Amortization and impairment of identifiable intangible assets
Total costs and expenses
Operating income (loss) from
continuing operarations

Gain on sale of equity investee
Gain on nonmonetary transaction
Interest expense with TOC
Interest income
Interest expense
(Loss) income before taxes from
continuing operarations
(Provision for) benefit from income taxes
Equity losses of investees, net of taxes
(Loss) income from continuing operations
(Loss) income from discontinued operations, net of tax
Net (loss) income

Successor Predecessor
Period Period Six Months
July 5, 2007 July 1, 2007 Ended Years Ended
to June 30, to July 4, June 30, December 31,
2008 2007 2007 2006 2005

$ 1,705.5 $ 17.9 $ 5404 $ 15867 $ 1509.7
714.9 7.7 284.1 673.8 660.3
130.7 0.9 46.3 123.6 119.0
845.6 8.6 3304 797.4 779.3
401.8 4.7 235.0 395.8 365.0
- 0.8 25.3 47.7 41.0
59.3 0.7 30.0 53.4 47.6

39.2 - - - -
212.7 0.3 20.4 43.3 39.1
1,558.6 15.1 641.1 1,337.6 1,272.0
146.9 2.8 (100.7) 249.1 237.7

0.8 - - - -

- - - 1.3 -
- - (9.6) (36.1) (87.3)

7.0 - - - -
(559.1) - (2.2) (5.5) (5.8)
(404.4) 2.8 (112.5) 208.8 144.6
(1.9) (12.0) 40.1 (83.1) (58.7)
(8.1 0.1) (4.9) (6.9) (7.9)
(409.4) 1.7 (77.3) 118.8 78.0
(115.8) 0.1 (4.1) 5.4 4.3
$ (525.2) $ 1.8 $ 814) $ 1242  $ 82.3

The accompanying notes are an integral part of these consolidated and combined financial statements.
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CENGAGE LEARNING HOLDINGS Il L.P.

Consolidated Statement of Cash Flows for the Period July 5, 2007 to June 30, 2008 (Successor) and
Combined Statements of Cash Flows for the Period July 1, 2007 to July 4, 2007, the

Six Months ended June 30, 2007, and the Years Ended December 31, 2006 and 2005 (Predecessor)

(In millions of U.S. dollars unless otherwise indicated)

Cash Flows from Operating Activities

Net (loss) income

Loss (income) from discontinued operations, net of tax

(Loss) income from continuing operations

Adjustments to reconcile (loss) income from continuing operations

to net cash provided by operating activities of continuing operations:

Amortization of pre-publication costs
Depreciation
Impairment of goodwill
Amortization and impairment of identifiable intangible assets
Amortization of debt discounts and deferred financing costs
Non-cash interest on senior bridge loan facility
Non-cash interest on interest rate swaps
Non-cash equity-based compensation expense
(Benefit from) provision for deferred taxes
Equity losses of investees, net of taxes
Changes in operating assets and liabilities, net of acquisitions
Other, net
Net cash provided by operating activities of continuing operations
Net cash (used in) provided by operating activities of discontinued
operations
Net cash provided by operating activities

Cash Flows from Investing Activities

Acquisitions of businesses, less cash therein

Proceeds from sale of equity of investees

Capital infusion into equity investees

Additions to pre-publication costs

Additions to property, equipment and capitalized
software for internal use

Proceeds from disposition of property, equipment and
capitalized software for internal use

Other, net

Net cash used in investing activities of continuing operations

Net cash used in investing activities of discontinued operations

Net cash used in investing activities

Cash Flows from Financing Activities
Proceeds from issuance of debt
Debt issuance costs
Repayments of long-term debt
Borrowings under the revolving credit facility
Repayments under the revolving credit facility
Repayments of capital lease obligation
Capital contributions from partners
Change in cash overdrafts
(Repayments) proceeds from notes payable/receivable to TOC, net
Repayment of term loan with TOC
Increase (decrease) in net investment of TOC
Net cash provided by (used in) financing activities
of continuing operations
Impact on Cash and Cash Equivalents from
Change in Foreign Currency
Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents
Beginning of period
End of period

Successor Predecessor
Period Period Six Months
July 5, 2007 to July 1, 2007 to Ended Years Ended
June 30, July 4, June 30, December 31,
2008 2007 2007 2006 2005
$ (525.2) $ 1.8 $ (814 ¢ 124.2 $ 82.3
115.8 (0.1) 4.1 (5.4) (4.3)
(409.4) 17 (77.3) 118.8 78.0
130.7 0.9 46.3 123.6 119.0
59.3 0.7 30.0 53.4 47.6
39.2 - - - -
212.7 0.3 20.4 43.3 39.1
68.9 - - - -
74.9 - - - -
13.8 - - - -
5.6 - - - -
(11.0) 0.8 38.7 29.2 9.0
3.1 0.1 4.9 6.9 7.9
114.3 2.2 (39.3) (48.2) 52.6
(0.3) (0.2) 2.3 1.9 1.6
301.8 6.5 26.0 328.9 354.8
(1.4) 1.5 (1.8) 3.3 8.0
300.4 8.0 24.2 332.2 362.8
(7,980.3) - (27.5) (18.0) (33.8)
2.0 - - - -
(0.8) - (5.2) (5.2) (7.5)
(123.9) - (60.4) (118.0) (125.1)
(40.7) - (26.5) (43.5) (47.9)
0.6 - 0.6 0.5 0.2
- - (1.2) 1.2) 3.1
(8,143.1) - (120.2) (185.4) (211.0)
(1.7) - (1.1) (9.4 (14
(8,144.8) - (121.3) (194.8) (212.4)
6,190.4 - - - -
(93.4) - - - -
(25.8) - (20.0) (35.0) (35.0)
415 - - - -
(41.5) - - - -
(26.0) - - - -
1,839.9 - - - -
(11.7) (6.9) 3.9 6.7 (4.3)
- (5.2) 240.4 (936.3) 44.4
- - - - (93.9)
- 0.4 (145.3) 831.1 (66.3)
7,873.4 (11.7) 79.0 (133.5) (155.1)
0.2 - 0.8 1.5 (1.6)
29.2 3.7) (17.3) 5.4 (6.3)
15.1 18.8 36.1 30.7 37.0
$ 44.3 $ 15.1 $ 18.8 $ 36.1 $ 307

The accompanying notes are an integral part of these consolidated and combined financial statements.
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CENGAGE LEARNING HOLDINGS Il L.P.
Combined Statements of Owners’ Equity and Comprehensive Income (L0ss)
(Predecessor)
(In millions of U.S. dollars unless otherwise indicated)

Accumulated

Net Other Total Comprehensive
Investment of Comprehensive Owners' Income
TOC Income Equity (Loss)
December 31, 2005 $ 6719 $ 330 % 704.9
Increase in net investment of TOC 832.6 - 832.6
Net income 124.2 - 1242  $ 124.2
Foreign currency translation adjustment - 12.5 125 125
Unrealized gains on derivative instruments - 0.2 0.2 0.2
Comprehensive income 136.9
December 31, 2006 1,628.7 45.7 1,674.4
Opening balance adjustment for income
tax accounting change (Note 1):
Adjustment to retained earnings (2.1) - (2.1)
Adjustment to net investment of TOC 21 - 2.1
Decrease in net investment of TOC (144.8) - (144.8)
Net loss (81.4) - (81.4) (81.4)
Foreign currency translation adjustment - 5.8 5.8 5.8
Unrealized gains on derivative instruments - (0.2) (0.2) (0.2)
Comprehensive loss (75.8)
June 30, 2007 1,402.5 51.3 1,453.8
Increase in net investment of TOC 0.4 - 0.4
Net income 1.8 - 1.8 1.8
Foreign currency translation adjustment - 2.3 2.3 2.3
Comprehensive income $ 4.1
July 4, 2007 $ 1,404.7 $ 53.6 $ 1,458.3

The accompanying notes are an integral part of these consolidated and combined financial statements.
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CENGAGE LEARNING HOLDINGS Il L.P.
Consolidated Statement of Partners’ Capital and Comprehensive Loss
(Successor)

(In millions of U.S. dollars unless otherwise indicated)

Accumulated

General Limited Total Other Total
Partner's Partners’ Partners' Comprehensive Owners' Comprehensive
Capital Capital Capital (Loss) Equity Loss
July 5, 2007 $ - $ - $ - $ - $ -
Capital contribution on July 5, 2007 - 1,703.1 1,703.1 - 1,703.1
Additional capital contributions - 136.8 136.8 - 136.8
Non-cash equity-based compensation expense - 5.6 5.6 - 5.6
Net loss - (525.2) (525.2) - (525.2) $ (525.2)
Foreign currency translation adjustment - - - 35.0 35.0 35.0
Unrealized loss on derivative instruments - - - (78.7) (78.7) (78.7)
Comprehensive loss $ (568.9)
June 30, 2008 $ - $ 13203 $ 13203 % (437) $ 12766

@ The General Partner's contribution in whole U.S. dollars was $1.00 on July 5, 2007.

The accompanying notes are an integral part of these consolidated and combined financial statements.
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Notes to Consolidated and Combined Financial Statements
(In millions of U.S. dollars unless otherwise indicated)

1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of the Business

Cengage Learning Holdings Il L.P. and its consolidated subsidiaries (hereinafter collectively referred to as “Cengage
Learning”, “Successor”, “we”, “us”, “our”, or the “Company” for all periods after July 5, 2007) is the successor to Thomson
Learning, which was comprised of wholly-owned indirect subsidiaries and divisions of Thomson Reuters Corporation,
previously The Thomson Corporation (“TOC”), managed together by a single management team (hereinafter collectively

referred to as “Thomson Learning” or “Predecessor” for all periods prior to July 5, 2007).

As described in Note 2, “Acquisitions of Thomson Learning and Houghton Mifflin College Assets”, on July 5, 2007,
Cengage Learning Holdings Il L.P. (the “Partnership™), a limited partnership controlled by investment funds associated with
or designated by Apax Partners L.P. (hereinafter, collectively referred to as “Apax”), (i) acquired the stock of certain
companies and certain assets, and (ii) assumed certain liabilities, of Thomson Learning from TOC in exchange for cash
consideration of $7,108.9, less $17.3 associated with a working capital purchase price adjustment settled in February 2008
(the “Acquisition”) and excluding transaction-related costs. In August 2007, the Company changed its name to ‘Cengage
Learning’.

We have three complementary businesses which we present as reportable segments — Academic & Professional, Gale
and International. We present operating segment financial information in Note 20, “Segment Information.”

Basis of Presentation

The accompanying consolidated and combined financial statements present separately the financial position, results of
operations, cash flows and changes in equity and partners’ capital for both us and Thomson Learning. In connection with the
Acquisition, we established a new accounting basis as of the acquisition date based on the allocation of the purchase price to
the underlying net assets acquired. Financial information for the pre- and post-acquisition periods have been separated by a
vertical line on the face of the consolidated and combined financial statements to highlight that the financial information for
such periods have been prepared under two different historical cost bases of accounting. The consolidated financial
statements of Cengage Learning together with the combined financial statements of Thomson Learning are hereinafter
collectively referred to as the “Financial Statements.”

We prepare our Financial Statements and related disclosures in conformity with accounting principles generally
accepted in the United States of America (“GAAP”). The consolidated financial statements include the accounts of Cengage
Learning and all of our controlled subsidiary companies. Investments in business entities in which we do not have control,
but we have the ability to exercise significant influence over operating and financial policies (generally 20% to 50%
ownership), are accounted for using the equity method of accounting. In addition, we consolidate variable interest entities
(“VIES”), if we are deemed to be the primary beneficiary of the entity from the date the determination is made. As of June
30, 2008, we did not have any investments in VIEs. All intercompany accounts and transactions have been eliminated.

In June 2008, we decided to pursue the sale of certain non-strategic operations comprising our local language
academic business located in Spain and our distance learning businesses in the United Kingdom and the Netherlands. These
businesses were previously reported in our International segment. As a result, we restated these businesses as discontinued
operations in our Financial Statements for all periods presented. See Note 4, “Discontinued Operations,” for additional
information.

During the fourth quarter of fiscal 2008, we determined that certain international transactions should be accounted for
on a net basis in accordance with Emerging Issues Task Force Issue (“EITF”) No 99-19, Reporting Revenue Gross as a
Principal versus Net as an Agent, based on our rights and obligations pursuant to the contractual arrangements in place.
Although the presentation of these transactions on a net basis does not impact our net income or cash flows, revenues and
cost of revenues in the prior period financial statements have been adjusted so that the presentation is consistent for all
periods presented. The offsetting impact between “Revenues” and “Costs of revenues, excluding amortization of pre-
publication costs and depreciation” was $7.7, $20.8 and $13.8 for the six months ended June 30, 2007 and the years ended
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December 31, 2006 and 2005, respectively. We believe these adjustments are not material to our Consolidated and
Combined Statements of Operations.

Also in the fourth quarter of fiscal 2008, we began classifying all of our revenues into a single line as “Revenues” on the
Consolidated and Combined Statements of Operations. In prior periods, we segregated our revenues into “Products” and
“Services and other.” Consequently, we also began classifying our cost of revenues, excluding amortization of pre-
publication costs and depreciation into a single line item. This reclassification had no impact on net (loss) income.

For all periods prior to the closing of the Acquisition, the combined financial statements of Thomson Learning reflect
the assets, liabilities, revenues and expenses directly attributed to TOC’s Domestic Higher Education and Domestic Library
Reference businesses as well as certain international businesses. The predecessor financial statements for the periods
presented herein are combined on the basis of common control.

The combined financial statements have been derived from the accounting records of TOC using the historical results of
operations and the historical basis of assets and liabilities of Thomson Learning adjusted as necessary to conform to GAAP.
All significant transactions between Thomson Learning and other entities of TOC are included in these combined financial
statements. Management believes the assumptions underlying the combined financial statements are reasonable. However,
the combined financial statements included may not necessarily reflect Thomson Learning's results of operations, financial
position and cash flows in the future or what its results of operations, financial position and cash flows would have been had
it operated independently of TOC during the periods presented.

As described in Note 18,”Related Party Transactions,” Thomson Learning and other subsidiaries of TOC engaged in
extensive intercompany transactions, and Thomson Learning relied on TOC for some of its administrative support for which
it was allocated costs using methodologies that management believes were reasonable. The amounts recorded for these
transactions and allocations were not necessarily representative of the amounts that would have been reflected in the
combined financial statements had Thomson Learning been an entity operated independently of TOC. Other than those
reflected as notes payable to or receivable from TOC, these transactions are presented in the combined financial statements as
related party transactions, the net effect of which is presented within "Net investment of TOC" on the combined balance
sheet. All transactions recorded through the "Net investment of TOC" are reflected as financing activities in the
accompanying Combined Statements of Cash Flows.

Costs incurred by Thomson Learning for employee retention bonuses and professional services fees in connection with
the Acquisition amounted to approximately $0.5 during the four day period ended July 4, 2007, $28.0 during the six months
ended June 30, 2007, and $2.0 during the year ended December 31, 2006, and have been recorded in “Selling, general &
administrative, excluding depreciation.”
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Change of Fiscal Year End

On October 18, 2007, we changed our fiscal year end from December 31 to June 30 resulting in a six-month transition
period ended June 30, 2007. For comparability, certain financial information for the resulting six-month transition period
ended June 30, 2007 and 2006 is presented below:

Predecessor
Six Months Ended June 30,
2007 2006
(unaudited)
Revenues $ 540.4 $ 513.2
Cost of revenues, excluding depreciation stated below 330.4 315.3
Selling, general & administrative, excluding depreciation stated below 235.0 195.3
Allocation of management costs from TOC (Note 18) 25.3 21.8
Depreciation 30.0 25.7
Amortization and impairment of identifiable intangible assets 20.4 20.1
Total costs and expenses 641.1 578.2
Operating loss from continuing operations (100.7) (65.0)
Interest expense, net (11.8) (21.3)
Loss before taxes from continuing operations (112.5) (86.3)
Benefit from income taxes 40.1 335
Equity losses of investee, net of tax (4.9) (4.0)
Loss from continuing operations (77.3) (56.8)
Loss from discontinued operations, net of tax (4.1) (0.4)
Net loss $ (81.4) $ (57.2)
Net cash provided by (used in) operating activities of continuing operations $ 26.0 $ (42.3)
Net cash used in investing activities of continuing operations (120.2) (77.8)
Net cash provided by financing activities of continuing operations 79.0 115.1
Net cash used in discontinued operations (2.9) (0.8)
Impact on cash and cash equivalents from change in foreign currency 0.8 0.1
Net decrease in cash and cash equivalents (17.3) (5.7)
Cash and cash equivalents
Beginning of period 36.1 30.7
End of period $ 18.8 $ 25.0

Seasonality and Comparability

Typically, a greater portion of our revenue, operating profit and operating cash flow is derived in the second half of the
calendar year because customer buying patterns are concentrated during this period, while costs are incurred more evenly
throughout the year. As a result, operating margins are generally lower in the first half of the calendar year. For these
reasons, the performance of our businesses may not be comparable quarter to consecutive quarter and should be considered
on the basis of results for the whole year or by comparing results in a quarter with results in the same quarter for the previous
year. In addition, as a result of the Acquisition, assets and liabilities have been adjusted to their fair values and, accordingly,
historical valuation reserves were eliminated on the acquisition date.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the amounts reported in these financial statements and accompanying notes. Although these
estimates are based on management’s best knowledge of current events and actions that we may undertake in the future,
actual results could differ from those estimates. These estimates include, but are not limited to, reserve for sales returns,
inventory obsolescence reserve, allowance for doubtful accounts, realization of deferred tax assets, restructuring and related
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charges, the allocation of certain expenses to Thomson Learning (for periods prior to July 5, 2007), the determination of fair
values related to purchase accounting and equity-based compensation, as well as fair value used in the assessment of the
realizability of long-lived assets, goodwill and identifiable intangible assets.

Summary of Significant Accounting Policies

Revenue Recognition: We deliver learning solutions for universities, students, professors, libraries, professionals and
corporations around the world. These solutions are delivered through specialized content, applications and services.
Although printed materials continue to be the most widely-sold learning resource, we are increasingly providing customers
with digital resources. We recognize revenue when the following four criteria are met:

e  persuasive evidence of an arrangement exists;
e  delivery has occurred,;
o the fee is fixed or determinable; and

o  collectibility is probable.

Print and Digital Products - We recognize revenue from the sale of print and digital products, less estimated returns,
when the product is shipped and title passes to the customer. We classify amounts billed to customers for shipping and
handling as revenue.

Subscription-Based Products - We recognize revenues from sales of subscription-based products ratably over the term
of the subscription. Subscription revenue received or receivable in advance of the delivery of services or publications is
included in deferred revenue. Incremental costs that are directly related to the subscription revenue are deferred and
amortized over the subscription period.

Multiple Element Arrangements - When a sales arrangement requires the delivery of more than one product or service,
the individual deliverables are accounted for separately, if applicable criteria are met. Specifically, the revenue is allocated to
each deliverable on a relative basis if reliable and objective evidence of fair value for each deliverable is available. The
amount allocated to each unit is then recognized when each unit is delivered, provided that all other relevant revenue
recognition criteria are met with respect to that unit. If, however, evidence of fair value is only available for undelivered
elements, the revenue is allocated first to the undelivered items, with the remainder of the revenue being allocated to the
delivered items, according to a calculation known as the residual method. Amounts allocated to delivered items are deferred
if there are further obligations with respect to the delivered items. If evidence of fair value is only available for the delivered
items, but not the undelivered items, the arrangement is considered a single element arrangement and revenue is recognized
as the relevant recognition criteria are met.

Advertising Costs: Costs incurred for producing and communicating advertising are expensed when incurred.
Advertising expenses are included as a component of “Selling, general & administrative, excluding depreciation” on the
Consolidated and Combined Statements of Operations, and amounted to $56.6, $31.9, $54.6 and $56.9 for the period from
July 5, 2007 to June 30, 2008, six months ended June 30, 2007 and the years ended December 31, 2006 and 2005,
respectively. Advertising expense for the period July 1, 2007 through July 4, 2007 was not significant.

Accumulated Other Comprehensive (Loss) Income: Other comprehensive (loss) income is defined as the change in

equity of a business enterprise during a period from transactions and other events or circumstances from non-owner sources.
Accumulated other comprehensive (loss) income consisted of the following:
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Successor Predecessor
Period Six Months
July 5, 2007 to Ended
June 30, 2008 June 30, 2007
Foreign currency translation adjustment $ 35.0 $ 51.3
Unrealized loss on derivative instruments (78.7) -
Total accumulated other comprehensive (loss) income $ (43.7) $ 51.3

Allowance for Doubtful Accounts and Reserve for Sales Returns: Most of our accounts receivable are due from
universities, bookstores, students, libraries, professionals and corporations. Trade accounts receivable are recorded at the
invoiced amount and do not bear interest. Accounts receivable are reflected net of an allowance for doubtful accounts and
sales returns. Management periodically assesses the allowance for doubtful accounts and estimates the amount of future
returns by evaluating general factors such as the length of time individual receivables are past due, historical collection
experience and sales returns experience, and the economic and competitive environment. Accounts receivable losses are
charged against the allowance when the receivable is determined to be uncollectible. Subsequent recoveries, if any, are
credited to the allowance. Sales returns are charged against the reserve as products are returned to inventory and any
remaining reserve is reversed at the end of the estimated returns cycle.

The aggregate allowance for doubtful accounts and sales returns reserve as of June 30, 2008 and June 30, 2007 was
$109.5 and $113.1, respectively.

Concentration of Credit Risk: At June 30, 2008, one customer accounted for approximately 11% of our gross
accounts receivable. At June 30, 2007, no customer accounted for more than 10% of Thomson Learning’s gross accounts
receivable. No customer accounted for more than 10% of our revenue during the period from July 5, 2007 to June 30, 2008,
the period from July 1 to July 4, 2007, the six months ended June 30, 2007 or the years ended December 31, 2006 and 2005.

Cash and Cash Equivalents: We consider cash and cash equivalents to consist of cash on deposit in banks. Cash
equivalents have original maturities of less than 90 days. Prior to the Acquisition, Thomson Learning and TOC maintained
an agreement whereby TOC periodically swept Thomson Learning’s cash receipts and funded Thomson Learning’s cash
disbursements as necessary. With the exception of that which is included in “Notes receivable from TOC” and “Notes
payable to TOC”, such activity is included in “Net investment of TOC” on the Combined Balance Sheet.

Notes Receivable and Notes Payable with TOC: Thomson Learning periodically lent to, or borrowed money from,
various subsidiaries of TOC as part of TOC's overall cash management and capitalization program. These arrangements were
subject to written loan agreements specifying repayment terms and interest payments. These notes are reflected separately in
the Combined Balance Sheet based on their legal form. As the balances pursuant to these notes fluctuated on a frequent
basis, Thomson Learning had classified both the “Notes receivable from TOC” and “Notes payable to TOC” as a current
asset and a current liability, respectively. As these notes were part of TOC's overall capitalization of Thomson Learning,
changes in the notes’ balances have been reflected as financing activities in the Combined Statements of Cash Flows. See
Note 2, “Acquisitions of Thomson Learning and Houghton Mifflin College Assets.”

In March 2006, TOC contributed capital of $306.0 that Thomson Learning used to reduce “Notes Payable to TOC.”
This contribution is included in “(Decrease) increase in net investment of TOC” on the accompanying Combined Statements
of Cash Flows. In the U.S., the agreements required interest to be paid or received at variable market rates of 5.3%, 3.9% and
6.3% for the six months ended June 30, 2007 and the years ended December 31, 2006 and 2005, respectively. Outside the
U.S., the agreements required interest to be paid or received at variable market rates of 5.4%, 4.2% and 4.0% for the six
months ended June 30, 2007 and the years ended December 31, 2006 and 2005, respectively. Interest on all loans is reflected
in “Interest expense with TOC” on the Combined Statements of Operations. Other intercompany activity with TOC was not
subject to written loan agreements.

Term Loan with TOC: During the year ended December 31, 2005, Thomson Learning repaid a term loan in the
amount of $93.9 to a wholly-owned subsidiary of TOC. The loan carried an interest rate that varied based on the London
Inter Bank Offered Rate (“LIBOR”) plus a specified margin of 2.25%. The interest expense on such loan was $1.5 for the
year ended December 31, 2005 and is included in “Interest expense with TOC” on the Combined Statements of Operations.
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Inventories: Inventories, which are principally comprised of books, other print products and digital media, are stated at
lower of cost or market value, with cost determined generally using the weighted average method. Allowances are
established to reduce the cost of excess and obsolete inventories to their estimated net realizable value.

Capitalized Software: We capitalize certain costs incurred in connection with software to be used internally once a
project has progressed beyond a conceptual, preliminary stage to that of application development. Costs which qualify for
capitalization include both internal and external costs, but are limited to those that are directly related to a specific project.
The capitalized amounts, net of accumulated depreciation, are included in “Property, equipment and capitalized software for
internal use, net” on the Consolidated and Combined Balance Sheets. We depreciate these costs over their expected useful
lives, which range from three to five years.

Property, Equipment and Capitalized Software for Internal Use: Property, equipment and capitalized software for
internal use is stated at cost less accumulated depreciation.

Depreciation is computed on a straight-line basis over the following estimated useful lives:

Purchased and internally-developed software ~ 3-5 years

Computer hardware 3-5 years

Buildings and building improvements 10-40 years
Machinery and equipment 7-10 years

Furniture and fixtures 5-10 years

Office equipment 3-5 years
Automobiles 4-7 years

Leasehold improvements Lesser of lease term or

estimated useful life

Pre-publication Costs: Pre-publication costs are costs to create a book or other media, and include costs for the
associated delivery method when such media is digital. Pre-publication costs are amortized upon publication of the title over
estimated economic lives of one to six years, being the estimated operating life cycle of the title, with a higher proportion of
the amortization taken in the earlier years.

Royalties and Author Advances: We pay royalties to certain vendors and authors either as a lump-sum prepayment or
as products are sold, in accordance with the respective contracts. Such payments are recognized as a component of “Cost of
revenues, excluding amortization of pre-publication costs and depreciation” on the Consolidated and Combined Statements
of Operations as revenue from the associated products or services are recognized.

Identifiable Intangible Assets and Goodwill: Upon acquisition, identifiable intangible assets are recorded at fair
value. ldentifiable intangible assets with finite lives are amortized over their estimated useful lives. We review the carrying
values of these identifiable intangible assets for impairment whenever events or changes in circumstances indicate that their
carrying amounts may not be recoverable. Our initial test for impairment compares the carrying amounts with the sum of
undiscounted cash flows related to the identifiable intangible asset. If the carrying value is greater than the undiscounted
cash flows of the asset, the identifiable intangible asset is required to be written down to its estimated fair value.

Goodwill represents the excess of the cost of acquired businesses over fair values attributed to underlying net tangible
assets and identifiable intangible assets. We test the carrying value of goodwill at least annually for impairment at a
“reporting unit” level, using a two-step approach. In the first step, the fair value of each reporting unit is determined. If the
fair value of a reporting unit is less than its carrying value, this is an indicator that the goodwill assigned to that reporting unit
may be impaired. In this case, the second step is to allocate the fair value of the reporting unit to the assets and liabilities of
the reporting unit as if it had just been acquired in a business combination, and as if the purchase price was equivalent to the
fair value of the reporting unit. The excess of the fair value of the reporting unit over the amounts assigned to its assets and
liabilities is referred to as the implied fair value of goodwill. The implied fair value of the reporting unit’s goodwill is then
compared to the actual carrying value of goodwill. If the implied fair value is less than the carrying value, we would be
required to recognize an impairment loss for that excess. See Note 7, “Identifiable Intangible Assets and Goodwill,” for
further information related to our goodwill.

-68 -



CENGAGE LEARNING HOLDINGS Il L.P.
Notes to Consolidated and Combined Financial Statements
(In millions of U.S. dollars unless otherwise indicated)

Investments in Affiliates: Investments in business entities in which we do not have control, but have the ability to
exercise significant influence over operating and financial policies (generally 20% to 50% ownership) are accounted for
using the equity method of accounting. Under the equity method, investments are initially recorded at cost and the carrying
amounts are adjusted to reflect our share of net earnings or losses of the investee companies, and are reduced by dividends
received. When the estimated fair values of investments fall below their carrying values, the investments are written down if
such declines are considered to be other than temporary. During fiscal 2008, we sold our 50% investment in Universitas 21
Global (“U21™), a joint venture between us and a consortium of 19 universities from around the world, for $2.0.

Acquisitions: Acquisitions are accounted for using the purchase method and the results of acquired businesses are
included in the Financial Statements from the dates of acquisition. Under the purchase method of accounting, the cost,
including transaction costs, are allocated to the underlying net tangible and identifiable intangible assets, based on their
respective estimated fair values. The excess of the purchase price over the estimated fair values of the net assets acquired is
recorded as goodwill.

Impairment of Long-lived Assets: Management evaluates the impairment of long-lived assets whenever events or
changes in circumstances indicate the carrying amount of an asset may not be recoverable. The initial test for impairment
compares the carrying amounts with the sum of undiscounted cash flows related to the asset. If the carrying value is greater
than the undiscounted cash flows of the asset, the asset is written down to its estimated fair value.

Restructuring Charges: Costs associated with exit or disposal activities, including lease termination costs and certain
employee severance costs associated with restructuring, plant closing or other activity, are recognized when they are incurred.
Additionally, we may incur restructuring charges in connection with acquisitions when we implement plans to restructure and
integrate the acquired operations. For restructuring charges associated with a business acquisition that are identified in the
first year after the acquisition date, the related costs are recorded as additional goodwill because they are considered to be
liabilities assumed in the acquisition. All other restructuring charges, all integration costs and any charges related to our pre-
existing businesses are included in “Cost of revenues, excluding amortization of pre-publication costs and depreciation” and
“Selling, general & administrative, excluding depreciation” on the Consolidated and Combined Statements of Operations.

Derivative Financial Instruments: We use derivative financial instruments to manage exposure to market risks
arising from changes in foreign currency exchange rates and interest rates. From time to time, we may enter into derivative
contracts to manage these risks. See Note 12, “Financial Instruments,” for further information related to our derivative
financial information.

Prior to the Acquisition, in the ordinary course of business, TOC entered into derivative financial instruments on behalf
of Thomson Learning to hedge forecasted cash flows denominated in currencies other than the functional currency of a
business for up to a one year period.

Fair Value of Financial Instruments: The carrying amounts of our financial instruments, which include accounts
receivable, accounts payable and accrued expenses, approximate their fair values due to the short-term nature of these
instruments. The fair value of derivative instruments is estimated based upon discounted cash flows using applicable current
market rates. The carrying amounts of “Notes receivable from TOC” and “Notes payable to TOC” approximate their fair
values as these notes bear floating rates of interest. The fair value of long-term debt is estimated based on either quoted
market prices for similar issues or through the use of a discounted cash flow model using current rates available for debt of
the same maturity. See Note 11, “Debt and Capital Lease Obligation,” for further information related to our debt.

Equity-Based Compensation Plans: We account for our equity-based compensation plan under the fair value
recognition provisions of Statements of Financial Accounting Standards (“SFAS”) No. 123R, Share-Based Payment. See
Note 15, “Equity-Based Compensation,” for further information related to this plan.

Prior to the Acquisition, TOC administered all equity-based compensation plans on behalf of Thomson Learning
and had applied the fair value recognition provisions of SFAS No. 123R to calculate the effect of such compensation on
Thomson Learning’s net (loss) income for the period July 1, 2007 to July 4, 2007, the six months ended June 30, 2007 and
the year ended December 31, 2006, and SFAS No. 123, Accounting for Stock-based Compensation, for the year ended
December 31, 2005.
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The effects of our equity-based compensation expense are included in our Consolidated and Combined Statements of
Operations as follows:

Successor Predecessor
Period Period Six Months Years Ended
July 5, 2007 to | July 1, 2007 to Ended December 31,
June 30, 2008 July 4, 2007  June 30, 2007 2006 2005
Selling, general and administrative,
excluding depreciation $ 5.6 $ - $ 0.5 $ 13 $ 038
Allocation of management costs from TOC - - 0.3 2.6 2.2
Income tax benefit - - (0.4) (1.3) 1.2)

Foreign Currency Translation: The functional currencies of certain foreign operations are the local currencies of
those foreign locations. Balance sheet accounts of these foreign operations are translated from foreign currencies into the
reporting currency (U.S. dollars) at period-end exchange rates while revenues and expenses are translated at average
exchange rates during the period. Currency gains or losses arising from transactions denominated in a currency other than
the functional currency are recorded in “Selling, general & administrative, excluding depreciation” on the accompanying
Consolidated and Combined Statements of Operations. Net gains were $2.0 and $0.4 for the period from July 5, 2007 to June
30, 2008 and the year ended December 31, 2006, respectively. Net gains (losses) were not material for the period July 1 to
July 4, 2007, six months ended June 30, 2007 and the year ended December 31, 2005.

Taxes Collected from Customers and Remitted to Governmental Agencies: We record taxes on customer
transactions but due to governmental agencies as a receivable and a liability on our balance sheet.

Income Taxes: We account for income taxes in accordance with SFAS No. 109, Accounting for Income Taxes, applied
to Cengage Learning Holdings Il L.P. and each of its consolidated subsidiaries, which may be liable for tax in each of their
jurisdictions. No provision for income taxes is recorded for the limited partnership, Cengage Learning Holdings Il L.P., as
any liabilities or benefits for income taxes flow to the partners and are their obligations or benefits.

The effective tax rate is dependent upon the geographic distribution of worldwide earnings or losses, tax regulations in
each jurisdiction, the availability of tax credits and carry-forwards, and the effectiveness of our tax planning strategies.

Deferred income taxes are determined based on the temporary differences between the financial reporting and tax bases
of assets and liabilities using the enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to reverse. A valuation allowance is recorded against deferred income tax assets if management
determines that it is more likely than not that such deferred income tax assets will not be realized in the near future. The
income tax provision for the periods shown is the taxes payable or receivable for the period and the change during the period
in deferred income tax assets and liabilities.

We recognize interest and penalties related to income tax matters as a component of income tax expense.

Prior to the Acquisition, income taxes were presented as if the subsidiaries were operated as separate stand-alone tax-
paying entities (separate return basis). Current taxes payable attributable to divisions of TOC were $44.9 as of June 30, 2007
and are included in “Net investment of TOC” on the combined balance sheet. Income taxes payable by subsidiaries that file
separate returns are included in “Current taxes payable” on the combined balance sheet. TOC filed individual and combined
tax returns that included Thomson Learning as required within each jurisdiction.

The computation of the provision for income taxes requires certain estimates and significant judgment including, but not
limited to, projections of the proportion of income earned and taxed in foreign jurisdictions, permanent and temporary
differences, and the likelihood of recovering deferred tax assets generated. The accounting estimates used to compute the
provision for income taxes may change as new events occur, more experience is acquired, additional information is obtained
or as the tax environment changes.

Effective January 1, 2007, Thomson Learning adopted the provisions of the Financial Accounting Standards Board
(“FASB”) Interpretation No. (“FIN) 48, Accounting for Uncertainty in Income Taxes - an Interpretation of FASB Statement
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No. 109. As a result of this change in accounting policy, Thomson Learning recorded a non-cash charge of $2.1 to its
opening retained earnings as of January 1, 2007 with an offsetting increase to “Net investment of TOC.” Pursuant to the
terms of the Acquisition, TOC agreed to indemnify Cengage Learning against certain taxes and associated expenses,
including those related to unrecognized tax benefits, imposed on or payable by us for any taxable period that ends on or
before July 5, 2007 or is allocable to the period ending on the same date.

New Accounting Standards and Accounting Changes

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements. This guidance defines fair value,
establishes a framework for measuring fair value and expands disclosures about fair value measurements, to be applied under
other accounting pronouncements that require or permit fair value measurements. SFAS No. 157 is effective the first fiscal
year beginning after November 15, 2007. In February 2008, the FASB issued FASB Staff Position No. FAS 157-2, Effective
Date of FASB Statement No. 157, which delays the effective date of SFAS No. 157 for one year for all non-financial assets
and non-financial liabilities, except those that are recognized or disclosed at fair value in the financial statements on at least
an annual basis. As such, the adoption of this standard on July 1, 2008 is limited to financial assets and liabilities, which
primarily affects the valuation of the Company’s derivative instruments. We are currently evaluating the impact of this
standard on our Financial Statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of SFAS 115. This guidance provides the option to measure and report certain assets
and liabilities at their fair value. SFAS No. 159 is effective as of the beginning of the first fiscal year after November 15,
2007. We are currently evaluating the impact of this standard on our Financial Statements.

In December 2007, the FASB issued SFAS No. 141 (Revised 2007), Business Combinations. This guidance requires
the acquiring entity in a business combination to recognize the assets acquired, liabilities assumed and any noncontrolling
interest in the acquiree at the acquisition date, measured at their fair values as of that date, with separate recognition of the
costs of the acquisition. SFAS No. 141(R) also requires the acquirer in a business combination achieved in stages to
recognize the identifiable assets and liabilities, and the noncontrolling interest in the acquiree, at the full amounts of their fair
values. SFAS No. 141(R) is effective as of the beginning of the first fiscal year after December 15, 2008 and early adoption
is not permitted. We will adopt this standard in fiscal year 2010 and its effects on future periods will depend on the nature
and significance of any business combinations subject to this standard.

In March 2008, the FASB issued SFAS No. 161, Disclosures about Derivative Instruments and Hedging Activities — an
amendment of FASB Statement No. 133. This guidance requires disclosures about how and why an entity uses derivative
instruments, how derivative instruments and related hedged items are accounted for, and how derivative instruments and
related hedged items affect an entity’s financial position, financial performance, and cash flows. SFAS No. 161 is effective
for fiscal years beginning after November 15, 2008. We adopted early, as permitted, the provisions of SFAS No. 161 as of
June 30, 2008. The adoption of this standard did not have any material effect on our Financial Statements.

In April 2008, the FASB issued FASB Staff Position (“FSP”) No. FAS 142-3, Determination of the Useful Life of
Intangible Assets. FSP No. FAS 142-3 amends the factors that should be considered in developing renewal or extension
assumptions used to determine the useful life of a recognized identifiable intangible asset under SFAS 142, Goodwill and
Other Intangible Assets. The guidance in FSP 142-3 for determining the useful life of a recognized intangible asset shall be
applied prospectively to identifiable intangible assets acquired after adoption, and the disclosure requirements shall be
applied prospectively to all identifiable intangible assets recognized as of, and subsequent to, adoption. This FSP is effective
for fiscal years beginning after December 31, 2008. Early adoption is not permitted. We will adopt this standard in fiscal
year 2010 and its effects on future periods will depend on the nature and significance of any acquired identifiable intangible
assets subject to this standard.
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2. ACQUISITIONS OF THOMSON LEARNING AND HOUGHTON MIFFLIN COLLEGE ASSETS
Acquisition of Thomson Learning

On July 5, 2007, Cengage Learning Holdings Il L.P. (i) acquired the stock of certain companies and certain assets, and
(i) assumed certain liabilities, of Thomson Learning from TOC in exchange for a cash consideration of $7,108.9, subject to a
working capital purchase price adjustment and excluding transaction-related costs. During the third quarter of fiscal 2008,
Cengage Learning and TOC entered into a working capital settlement agreement whereby the parties agreed to a reduction in
the purchase price of $17.3, which was remitted to us in February 2008.

The Acquisition was financed through (i) a common equity capital contribution of $1,703.1 (the “Equity Contribution™)
and (i) $5,580.2 in aggregate gross debt financing, less $91.1 associated with financing fees, (the “Financing Transactions”)
as follows:

e  $3,440.0 of borrowings under $3,740.0 of senior secured credit facilities, consisting of a $3,440.0 term loan
facility with a seven-year maturity and a $300.0 revolving credit facility with a six-year maturity;

e  $1,215.6 aggregate principal amount ($1,200.1 gross proceeds) of 10.50% senior notes due 2015;

e  $519.0 aggregate principal amount at maturity ($400.1 gross proceeds) of 13.25% senior subordinated discount
notes due 2015, for which no cash interest will accrue between the date of original issuance and July 15, 2009;
and

e  $540.0 of borrowings under a senior bridge loan credit facility.

The Financing Transactions, together with the Acquisition and Equity Contribution, are hereinafter referred to as the
“Transactions.” See Note 11, “Debt and Capital Lease Obligation,” for additional descriptions of the Financing Transactions.

Allocation of the Purchase Price

The Acquisition was accounted for under the purchase method of accounting. Under this method, the costs of the
transactions were allocated to the underlying net tangible and identifiable intangible assets, based on their respective fair
values as follows:

Acquisition consideration $ 7,108.9
Working capital purchase price adjustment (17.3)
Transaction costs (a) 58.8
Retirement of U.K. pension obligation (b) 40.2
Total purchase price allocated $ 7,190.6
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Allocation of
Purchase Price

Thomson Learning net assets as of July 4, 2007 $ 1,458.2
Assets and liabilities retained by TOC, net (c) 748.8
Deferred tax adjustments (d) 105.7

Historical net investment of TOC as adjusted for

assets and liabilities not acquired 2,312.7

Purchase accounting adjustments:

Reverse historical intangible assets and goodwill (e) (1,962.0)
Deferred taxes relating to purchase accounting (728.1)
Deferred revenue 36.0
Fair value adjustments to property, equipment and
capitalized software for internal use 26.7
Other, net (15.7)
(330.4)
Weighted Average
Useful Lives
Identifiable intangible assets:
Customer relationships 21 years 315.2
Database/Content 21 years 694.2
Trade names 15 years 404.2
Publishing rights 23 years 1,824.0
Non-compete and other 5 years 32.0
Goodwill (f) 4,251.4

(@)
(b)
(©
(d)

(e)
®

$ 7,190.6

Includes $36.4 of fees and $0.3 of out-of-pocket expenses paid to certain affiliates of Apax in connection with the
Acquisition. See Note 18, “Related Party Transactions.”

Represents £20 paid primarily to fund The Thomson Corporation PLC pension plan pursuant to Sections 75 and
75A of the U.K. Pensions Act of 1995 and the Occupations Pension Schemes (Employer Debt) Regulations 2005.
Pursuant to the Acquisition, we did not acquire notes receivable from TOC, notes payable to TOC, current and
long-term portions of long-term debt and certain other indebtedness related to management retention plans.
Historical deferred taxes and liabilities of three of the Thomson Learning entities are eliminated upon the
consummation of the Acquisition because the acquisition of the entity is accounted for as an asset purchase for
income tax purposes.

Historical intangible assets and goodwill are eliminated upon the consummation of the Acquisition.

Represents the excess purchase price over the fair value of net identifiable assets acquired. Goodwill is attributable
to Cengage Learning’s three segments. Approximately $1,269.6 of goodwill is deductible for tax purposes. See
Note 7, “Identifiable Intangible Assets and Goodwill,” for additional information related to goodwill acquired.

Transition Services Agreements with TOC

Concurrent with the consummation of the Acquisition, we entered into a Transition Services Agreement with a
subsidiary of TOC. Under the Transition Services Agreement, the TOC subsidiary provides various services to us, including
services relating to payroll, telecommunications and information technology. Under the Transition Services Agreement, the
cost of each transition service generally is based on a flat fee.

Unless specifically indicated below, all services provided under the Transition Services Agreement are provided for a
specified period of time, and we can terminate those services in advance upon 30 days written notice without penalty and, in
certain circumstances, the TOC subsidiary can terminate some services.
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We incurred costs under the Transition Services Agreement of approximately $0.5 for the period from July 5, 2007 to
June 30, 2008.

Concurrent with the consummation of the Acquisition, we also entered into a Human Resources Services Agreement
with the same TOC subsidiary. Under the Human Resources Services Agreement, the TOC subsidiary provides to us certain
employee benefit plan, payroll, administration and other human resources services. Under the terms of the agreement, we are
required to establish and maintain certain employee benefit plans pursuant to an administrative service contract, insurance or
other arrangement entered into between ourselves and a vendor approved by the TOC subsidiary and the third-party service
provider to be used by the TOC subsidiary in providing the services under the agreement.

The cost of each service provided under the Human Resources Services Agreement is based on either a flat fee or an
allocation (based on size or usage) of the cost incurred by TOC in providing the service. All services provided under the
Human Resources Services Agreement are provided for a specified period of time, generally two years from the date of the
Acquisition, and we do not have the ability to terminate those services or the Human Resources Services Agreement in
advance. The TOC subsidiary can generally terminate the services upon six months prior notice.

We incurred costs under the Human Resources Services Agreement of approximately $2.7 for the period from July 5,
2007 to June 30, 2008.

Benefit Plans

Concurrent with the consummation of the Acquisition, all employees of Thomson Learning ceased to be active
participants in all TOC sponsored employee benefit and equity-based compensation plans described in Note 13, “Benefit
Plans” and Note 15, “Equity-Based Compensation.” Post Acquisition, we did not retain any obligations under, or liabilities
with respect to, these plans.

Acquisition of Houghton Mifflin College Assets

On May 30, 2008, we consummated our acquisition of the college division of Houghton Mifflin Harcourt Publishing
Company (“HM College”) for $768.3 in cash, reflecting the base purchase price of $750.0, adjusted for a working capital and
a cash flow mechanism, pursuant to the purchase agreement, but before adjusting for proceeds from titles divested pursuant
to an agreement with the U.S. Department of Justice (“D0J”) and excluding transaction-related costs. The final purchase
price will be determined after an audit of the 2008 working capital and cash flow of the acquired business. The acquisition of
HM College assets expands and complements the range of textbooks, study guides, custom publications and digital solutions
that we provide to professors and students in two- and four-year colleges and universities. The acquired assets have been
included as part of our Academic & Professional segment since the date of acquisition.

We financed the acquisition primarily through (i) a common equity capital contribution of $132.5 and (ii) $625.0 of
incremental term loan borrowings under the senior secured credit facilities, less $2.3 associated with financing fees. See
Note 11, “Debt and Capital Lease Obligation,” for additional description of this transaction.

In connection with the regulatory review of this acquisition, we reached an agreement with the DOJ to divest certain
higher education titles. In July 2008, we completed the sale of those titles.

Preliminary Allocation of the Purchase Price
The HM College acquisition was accounted for under the purchase method of accounting. We performed a preliminary

allocation of the purchase price using information currently available that was based on preliminary estimates of the fair
value of assets acquired and liabilities assumed in connection with the acquisition. Under the purchase method of
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accounting, the cost was allocated to the underlying net tangible and identifiable intangible assets, based on their respective
estimated fair values as follows:

Acquisition consideration $ 750.0
Preliminary working capital and cash flow
purchase price adjustments 18.3
Transaction costs () 18.4
Total preliminary purchase price to be allocated $ 786.7
Allocation of
Purchase
Price
Inventories $ 34.3
Prepaid expenses and other current assets 0.6
Property and equipment 5.3
Pre-publication costs 29.0
Author advances 4.2
Weighted
Average
Useful
Lives
Identifiable intangible assets:
Publishing rights 22 years 399.0
Trade names 15 years 50.0
Non-compete 3 years 13.0
Goodwill (b) 285.4
Other non-current assets 0.2
Total assets 821.0
Accounts payable and accrued expenses 21.0
Other current liabilities 7.3
Other non-current liabilities 6.0
Total liabilities 34.3
Net assets $ 786.7

() Includes $7.7 of fees paid to certain affiliates of Apax. See Note 18, “Related Party Transactions.”

(b) Represents the excess purchase price over the fair value of net identifiable assets acquired. Goodwill is attributable
to the Academic & Professional segment. Approximately $271.3 of goodwill is deductible for tax purposes. See
Note 7, “Identifiable Intangible Assets and Goodwill,” for additional information related to goodwill acquired.

Concurrent with the consummation of the HM College acquisition, we entered into a transition services agreement with
Houghton Mifflin Company. Under this agreement, Houghton Mifflin provides various services to us, including services
relating to real estate, telecommunications and information technology. Under the transition services agreement, the cost of
each transition service generally is based on a pro rata allocation of Houghton Mifflin’s actual expenses related to such
services. This transition services agreement remains in effect until May 2009, with us having the ability to terminate specific
services upon 15 days’ notice. We incurred costs under this agreement of approximately $1.2 during June 2008.

Also concurrent with the consummation of the HM College acquisition, we entered into a high school distribution
agreement with Houghton Mifflin pursuant to which Houghton Mifflin will provide marketing and selling services for our
college products into the high school advanced placement market. We will fulfill and deliver such products beginning
September 2008.
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Pro Forma Financial Information (unaudited)

The pro forma results below include the effects of the acquisitions of Thomson Learning and HM College as if they had
been consummated as of July 1, 2007, January 1, 2007 and January 1, 2006, respectively. The pro-forma results include: (i)
the amortization associated with the estimated value of acquired identifiable intangible assets; (ii) interest expense associated
with the debt used to fund these acquisitions; and (iii) advisory fees payable to Apax and OMERS Capital Partners
(“OMERS”) (see Note 18, “Related Party Transactions”). The pro forma results do not include any anticipated benefits from
cost savings or adjustments to exclude the allocation of management costs from TOC. Accordingly, the pro forma financial
information below is not necessarily indicative of either future results of operations or results that might have been achieved
had these acquisitions been consummated as of these dates.

Year Six Months Year
Ended Ended Ended
June 30, June 30, December 31,
2008 2007 2006
Revenue $ 1,929.3 $ 583.0 $ 1,791.8
Operating income (loss) from continuing operations 168.3 (262.6) 37.1
Net loss (555.7) (564.8) (555.4)

3. OTHER ACQUISITIONS

During the six months ended June 30, 2007 and the years ended December 31, 2006 and 2005, Thomson Learning
completed 17 acquisitions. These acquisitions augmented Thomson Learning’s content offerings.

The following provides a brief description of the more significant acquisitions:

Date Company Segment Description
July 2005 Outernet Academic & Provider of customized print and media learning
Professional resources for students enrolled in chemistry and

biology lab courses.

December 2005 USA Real Academic & Provider of exam preparation, pre- and post-
Estate Professional license courses and other professional
development materials to prospective and
current real estate license holders.

August 2006 New Editions International An international publisher of English language
teaching materials focused on the English
primary and secondary markets.

March 2007 Aplia, Inc. Academic & Provider of online educational content and
Professional interactive tools for economic and finance
courses.

Pro forma financial information for these acquisitions has not been included because such acquisitions were not deemed
to be material either individually or in aggregate.
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Details of net assets acquired of these acquisitions are as follows:

Six Months Ended Years Ended December 31,

June 30, 2007 2006 2005

Cash $ 12 % 0.3 $ -
Accounts receivable - 2.4 (0.5
Inventories 0.8 3.0 0.8
Prepaid expenses and other current assets 0.1 2.6 -
Property and equipment 5.8 1.2 0.8
Identifiable intangible assets 8.4 25.1 22.8
Goodwill 17.7 12.6 13.8
Other non-current assets 3.0 0.3 0.4

Total assets 37.0 47.5 38.1
Accounts payable and accrued expenses 2.0 9.1 2.5
Deferred revenue 15 2.9 1.8
Other current liabilities - 1.1 -
Deferred tax liability 3.2 55 -
Other non-current liabilities 0.1 - -

Total liabilities 6.8 18.6 4.3
Net assets $ 302 $ 28.9 $ 33.8

Approximately $13.5, $1.2 and $13.1 of the goodwill arising from the acquisitions during the six months ended June 30,
2007 and years ended December 31, 2006 and 2005, respectively, is deductible for tax purposes.

In December 2007, we paid the remaining $1.5 due for the purchase of a business acquired in May 2007.

The identifiable intangible assets acquired through these acquisitions are summarized as follows:

Six Months Ended Years Ended
June 30, December 31,
2007 2006 2005
Weighted Weighted Weighted
Average Average Average
Amortization Amortization Amortization
Period Period Period
Finite Useful Lives Amount (years) Amount (years) Amount  (years)
Database / Content $ 6.4 6 $ 20.0 11 $ 18.3 11
Customer relationships - 3.3 9 2.7 9
Trade names 2.0 8 1.4 5 1.2 8
Non-compete and other - 0.4 2 0.6 3
$ 8.4 $ 25.1 $ 22.8

Thomson Learning had obligations to pay additional consideration for certain prior acquisitions, typically based upon
performance measures contractually agreed to at the time of purchase. Any subsequent payments under such agreements
were considered additional purchase price. Additional payments in connection with transactions during the six months ended
June 30, 2007 and the years ended December 31, 2006, and 2005 did not have a material impact on the Combined Financial
Statements.

In November 2006, Thomson Learning entered into a non-monetary exchange of book titles and content with another

publisher. The transaction was accounted for in accordance with SFAS No. 153, Exchanges of Nonmonetary Assets an
Amendment of APB Opinion No. 29 with a value of $3.0 and resulted in the recognition of a $1.3 gain.
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4. DISCONTINUED OPERATIONS

In June 2008, we decided to pursue the sale of certain non-strategic operations comprising our local language academic
business located in Spain and our distance learning businesses in the United Kingdom and the Netherlands. These businesses
were previously reported in our International segment. As a result, we classified these businesses as assets held for sale and
restated them as discontinued operations in our Financial Statements for all periods presented. The major classes of assets
and liabilities of discontinued operations included in the Consolidated and Combined Balance Sheets are summarized as
follows:

Successor | Predecessor
June 30, June 30,
2008 2007

Assets
Accounts receivable, net $ 24.5 $ 285
Inventories 25 4.1
Prepaid expenses and other current assets 5.7 3.7
Property, equipment and capitalized software for internal use, net 0.6 1.0
Pre-publication costs, net 1.4 2.2
Identifiable intangible assets, net 11.3 2.5
Goodwill 12.8 20.3
Non-current deferred tax asset - 1.0
Total assets of discontinued operations $ 58.8 $ 633
Liabilities
Accounts payable and accrued expenses $ 8.7 $ 5.8
Deferred revenue 42.3 47.0
Other non-current liabilities 2.1 2.0
Total liabilities of discontinued operations $ 531 | $ 548

Included in the (loss) income from discontinued operations in the Consolidated and Combined Statements of Operations
are the following:

Successor Predecessor
Period Period Six Months
July 5, 2007 to July 1, 2007 to Ended Years Ended
June 30, July 4, June 30, December 31,
2008 2007 2007 2006 2005
Revenues $ 54.3 $ 0.8 $ 28.7 $ 62.9 $ 55.3
(Loss) income before taxes (116.1) 0.1 4.9 7.9 6.3

Included in the loss before taxes in the period July 5, 2007 to June 30, 2008 was a charge of $103.0 representing a
write-down of net assets of discontinued operations to their estimated fair market value less estimated selling costs. Fair
value represents management’s best estimate of the amounts for which the net assets could be sold in the market. The
charge, which includes goodwill of $95.7, reflects the result of adverse changes in market conditions since the Acquisition.

The sale of these operations is expected to be completed within the next twelve months.

-78-



5. INVENTORIES

Inventories consist of the following:

Raw materials
Work-in-progress
Finished goods

Obsolescence reserve
Inventories, net

CENGAGE LEARNING HOLDINGS Il L.P.
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Successor Predecessor
June 30, June 30,
2008 2007
$ 6.4 3 7.4
0.2 4.1
234.9 230.7
241.5 242.2
(27.4) (60.8)
$ 2141 $ 1814

6. PROPERTY, EQUIPMENT AND CAPITALIZED SOFTWARE FOR INTERNAL USE

Property, equipment and capitalized software for internal use consist of the following:

Predecessor

June 30,
2007

$ 17938
41.1

80.8

28.7

1.2

29.4

18.2

5.7

2.7

387.6
(238.3)

Successor
June 30,
2008

Purchased and internally-developed software $ 851
Buildings and building improvements 37.7
Computer hardware 31.1
Leasehold improvements 18.2
Land and land improvements 15.2
Machinery and equipment 14.8
Furniture and fixtures 54
Office equipment 1.9
Automobiles 1.3
Total property, equipment and capitalized software for internal use, gross 210.7
Less: Accumulated depreciation (50.4)
Total property, equipment and capitalized software for internal use, net $ 160.3

$ 1493

Depreciation expense (excluding impairment charges) for the period from July 5, 2007 to June 30, 2008, the period July
1, to July 4, 2007, six months ended June 30, 2007 and the years ended December 31, 2006 and 2005 was $59.3, $0.7, $28.1,

$53.4 and $47.6, respectively.

We are continuously developing software for internal use designed to provide access to our digital content through
digital portals. In June 2007, Thomson Learning recorded an impairment loss of $1.9 associated with specific software assets
which, as a result of changing technologies, no longer supported the business operations. The impairment is included in
“Depreciation” on the Combined Statements of Operations and is reported within the “Corporate and other” segment.
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7. IDENTIFIABLE INTANGIBLE ASSETS AND GOODWILL

Identifiable intangible assets, net consist of the following:

Successor
Customer Database / Trade Publishing  Non-Compete
Relationships Content Names Rights and Other Total
As of June 30, 2008
Identifiable intangible assets, gross $ 7149 $ 6903 $ 4496 $ 18271 $ 450 $ 3,726.9
Accumulated amortization (61.2) (45.7) (32.3) (50.2) (23.0) (212.4)
Identifiable intangible assets, net $ 653.7 $ 6446 $ 4173 $ 1,776.9 $ 220 $ 35145
Predecessor
Customer Database / Trade Publishing  Non-Compete
Relationships Content Names Rights and Other Total
As of June 30, 2007
Identifiable intangible assets, gross ~ $ 140.7 $ 3957 $ 1180 $ 2694 % 759 $ 999.7
Accumulated amortization (57.5) (134.2) (52.8) (145.9) (39.5) (429.9)
Identifiable intangible assets, net $ 832 $ 2615 $ 65.2 $ 1235 $ 364 $ 569.8

The preliminary allocation of the HM College acquisition purchase price used information currently available, including
estimates of the fair value of the acquired identifiable intangible assets. Management estimated the fair value of the
identifiable intangible assets using valuation techniques appropriate to the nature of the identifiable intangible asset and
consistent with the market, income and cost approaches. The valuation techniques required management to make certain
estimates and assumptions including, but not limited to, revenue and expense growth rates, interest rates, economic useful
lives of the identifiable intangible assets and obsolescence rates.

Amortization expense for identifiable intangible assets (excluding impairment charges) was $212.7, $0.3, $20.4, $40.4
and $39.1 for the period from July 5, 2007 to June 30, 2008, for the period July 1 to July 4, 2007, six months ended June 30,
2007 and the years ended December 31, 2006 and 2005, respectively.

At June 30, 2008, estimated annual amortization expense for each of the next five fiscal years is as follows:

Years Ending June 30,

2009 $ 182.0
2010 182.0
2011 181.7
2012 177.7
2013 177.7

Thomson Learning performed a recoverability analysis of the identifiable intangible assets associated with a product
within its Gale segment during the year ended December 31, 2006 due to underperformance of such product in 2006 relative
to expectations. Using a projected cash flow approach to determine the fair value, Thomson Learning recognized an
impairment of $2.9. The identifiable intangible assets impaired were Database / Content of $2.0, Customer relationships of
$0.8 and Trade names of $0.1 and the impairment is included in “Amortization and impairment of identifiable intangible
assets” on the Combined Statements of Operations.
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The following table shows the changes in the carrying amounts of goodwill by segment:

Successor
Academic &
Professional Gale International Total
Balance at July 5, 2007 $ - % - % - $ -
Acquisition of Thomson Learning 3,116.1 747.9 287.4 4,151.4
Acquisition of HM College 285.4 - - 285.4
Other acquisition 0.1 - - 0.1
Impairment of goodwill - - (39.2) (39.2)
Translation - - 13.7 13.7
Balance at June 30, 2008 $ 34016 $ 7479 $ 2619 $ 44114
Predecessor
Academic &
Professional Gale International Total
Balance at December 31, 2005 $ 10135 $ 256.7 $ 60.7 $ 1,330.9
Additions 2.8 - 6.5 9.3
Purchase accounting adjustments 0.7 - - 0.7
Translation - - 6.6 6.6
Balance at December 31, 2006 1,017.0 256.7 73.8 1,347.5
Additions 17.7 - - 17.7
Purchase accounting adjustments (0.2) - 0.3 0.1
Translation - - 2.3 2.3
Balance at June 30, 2007 1,034.5 256.7 76.4 1,367.6
Additions - - - -
Purchase accounting adjustments - - - -
Translation - - 1.1 1.1
Balance at July 4, 2007 $ 10345 $ 256.7 $ 775 $ 1,368.7

In the fourth quarter of fiscal 2008, we conducted our annual impairment test of goodwill in accordance with our policy. In
order to determine the fair value of each reporting unit, we considered various valuation techniques and determined that a
weighted average of a discounted cash flow based methodology, market related multiples and comparable transaction related
multiples were the most meaningful to us. The applied weighting of these methodologies varied by reporting unit and was
either 50% or 80% towards a discounted cash flow value, 10% or 30% towards market related multiples and 10% or 20%
towards comparable transaction related multiples. We weighted our valuation in this manner because we believe that a
discounted cash flow currently provides the most reliable indication of fair value in the market place. Our reduced weighting
towards market related multiples and comparable transaction related multiples reflects our assessment of the inherent
limitations of these models specifically associated with identifying a pool of comparable organizations with publicly
disclosed financial data and the limited number of comparable transactions executed within the most recent twelve months.

We applied certain assumptions as inputs to the valuation calculations. These assumptions represent our best estimates
based upon historic performance of the respective reporting units, trends within the market place and our consideration of the
potential impact of political, economic and social factors that are considered beyond our control. Significant assumptions
included within our discounted cash flow valuation include revenue growth rates, operating profit margins, discount rates and

terminal growth rates.

e  Revenue growth rates and operating profit margins were determined based upon the historic performance of
each reporting unit and our projections of future performance assuming successful execution of our strategic
objectives as well as considering trends within the market place.
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e  Terminal growth rates were estimated based upon the historic performance of each reporting unit and our
projections of future performance. Given the inherent limitations associated with projecting this far into the
future, our terminal growth rates do not exceed the inflation rate of the jurisdiction in which the reporting unit
operates.

o Discount rates represent the industry standard weighted average cost of capital or required rate of return on
total capitalization. It is comprised of the estimated required rate of return on equity plus the current tax-
effected rate of return on long-term debt, weighted by the relative percentages of equity and debt in actual
capital structures of public companies in the industry. The discount rates, which varied from 8.3% to 10.0%
depending on the systemic risk coefficient applied to each particular investment, was determined for each
reporting unit.

Significant assumptions included within our market related multiples varied by reporting unit from 1.25 times to 4.50
times and 8.0 times to 14.0 times revenue and earnings before interest, tax, depreciation and amortization, respectively.

Significant assumptions included within our comparable transaction related multiples varied by reporting unit from 1.25
times to 4.5 times and 9.0 times to 14.5 times revenue and earnings before interest, tax, depreciation and amortization,
respectively.

Based upon the results of our annual impairment test, we recorded an aggregate $39.2 impairment charge relating to our
business in Australia and two of our EMEA (Europe, Middle East and Africa) reporting units, each included within our
International segment. This impairment primarily reflects the result of adverse changes in market conditions since the
Acquisition and declines in our expectations of revenue and cash flows driven by softness in higher education sales in the
United Kingdom and Australia.

8. INVESTMENTS

As of June 30, 2008, we owned 33% of CourseSmart, LLC, a joint venture of the largest U.S. education textbook
publishers. Our ownership interest in this joint venture increased from 27% to 33% as a result of our acquisition of HM
College. CourseSmart provides cost effective ebooks to students and time-efficient review of textbooks for professors. We
account for this joint venture using the equity method of accounting and it is included in “Other non-current assets” in our
Consolidated Balance Sheet.

We previously owned 50% of U21, formerly a joint venture between Thomson Learning and a consortium of 19
universities from around the world, which it accounted for using the equity method. In November 2007, we sold our U21
investment for cash proceeds of $2.0 and recognized a gain of $0.8 as a result of the sale.

As a result of the decision in June 2007 to dispose of its interest in U21, Thomson Learning performed an evaluation of
the fair value thereof. In performing this evaluation, Thomson Learning considered general market conditions in the
industry, the status of U21’s product development efforts, the ability of U21 to meet business milestones and its financial
condition and near-term prospects, including the rate at which it is utilizing cash and the potential for additional funding
requirements. The result of this evaluation was that the carrying value of the interest had experienced an other-than-
temporary decline and Thomson Learning recorded an impairment charge of $1.7 which is presented within “Equity losses of
investees, net of taxes” on the Combined Statements of Operations.
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9. ACCOUNTS PAYABLE AND ACCRUED EXPENSES

Accounts payable and accrued expenses consist of the following:

Successor Predecessor

June 30, June 30,

2008 2007

Accounts payable $ 94.6 $ 71.1

Accrued interest payable 64.1 -
Accrued royalties 49.8 42.7
Accrued management incentive plans 53.3 32.8
Accrued payroll 13.3 10.4
Accrued other 85.7 78.4
$ 360.8 $ 235.4

10. RESTRUCTURING

Total restructuring activity for the period from July 5, 2007 to June 30, 2008 was as follows:

Thomson HM

Learning College London
Severance Acquisition Gale® Acquisition © Relocation Total
Restructuring provision/charges $ 13.9 $ 1.2 $ 35 $ 1.4 $ 200
(Reversal) additions 0.7) 0.4 - - (0.3)
Cash payments (10.0) (0.8) - - (10.8)
Balance at June 30, 2008 $ 3.2 $ 0.8 $ 3.5 $ 1.4 $ 8.9

@ In connection with the Acquisition, we initiated programs related to downsizing our employee base, exiting certain
activities and engaging in other actions designed to reduce our cost structure and improve productivity. Accordingly, we
recorded restructuring liabilities in our July 5, 2007 opening balance sheet of $13.9. The liabilities relate to the
severance costs associated with the elimination of approximately 390 positions throughout the organization. During the
third quarter of fiscal 2008, we reduced our estimates by $0.7 as a result of lower than expected costs being incurred as
the actions for this program are implemented. The restructuring-related payments are expected to be completed by
December 31, 2008.

@ In December 2007, we announced additional programs and recorded restructuring charges of $1.2 for severance costs
associated with the elimination of approximately 12 positions within our Gale segment. In the third quarter of fiscal
2008, we recorded an additional $0.4 related to this program. The restructuring-related payments are expected to be
completed by June 30, 2009.

®) In connection with the acquisition of HM College, we initiated programs to eliminate redundant activities and reduce our
cost structure. Accordingly, we recorded restructuring liabilities in the opening balance sheet of $3.5. The liabilities
relate to the severance costs associated with the elimination of approximately 130 positions. The restructuring, as well
as all related payments, are expected to be completed by December 31, 2009.

“ In June 2008, we decided to consolidate certain of our offices located in the United Kingdom. As a result, we recorded

restructuring charges of $1.4 for severance costs associated with the elimination of approximately 50 positions in our
London office. The restructuring, as well as all related payments, are expected to be completed by September 30, 2009.
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The following table summarizes the total amount of costs incurred in connection with these restructuring programs by
segment:

Thomson HM
Learning College London
Acquisition Gale Acquisition Relocation Total

Academic & Professional $ 6.6 $ - $ 35 $ - $ 101
Gale 0.7 1.6 - - 2.3
International 0.9 - - 1.2 2.1
Corporate and other 5.0 - - 0.2 5.2
Total provisions/charges $ 13.2 $ 1.6 $ 3.5 $ 14 $ 197

11. DEBT AND CAPITAL LEASE OBLIGATION

The current-portion of our long-term debt consists of the following:

Weighted
Average
Annual
Interest Rate Successor Predecessor
at June 30, June 30, June 30,
2008 2008 2007
Current portion of senior secured credit facilities:
Term loan facility 6.91% $ 44 | 3 -
Incremental term loan facility 7.50% 6.3 -
Current portion of notes payable, due 2008 - 35.0
Capital lease obligation - 26.0
Notes payable to TOC - 693.9
$ 40.7 $ 754.9
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Long-term debt consists of the following:

Senior secured credit facilities:
Term loan facility
Incremental term loan facility
Unamortized discount on incremental
term loan facility

Fixed rate notes:
10.50% Senior Notes due 2015
Unamortized discount on 10.50% Notes due 2015

13.25% Senior Subordinated Discount Notes due 2015
Unamortized discount on 13.25% Notes due 2015

Senior Bridge Loan Credit Facility
Notes payable, due 2008
Unamortized discount on notes payable due 2008

Total long-term debt

Less: current portion

Weighted
Average
Annual
Interest Rate Successor Predecessor
at June 30, June 30, June 30,
2008 2008 2007
6.91% $ 3,414.2 $ -
7.50% 625.0 -
(14.5) -
10.50% 1,215.6 -
(13.5) -
13.25% 519.0 -
(64.9) -
13.12% 614.9 -
50.0
0.1
6,295.8 49.9
(40.7) (35.0)
$ 6,255.1 $ 14.9

Scheduled principal payments due on long-term debt as of June 30, 2008 and for the next five fiscal years and thereafter

are as follows:

Fiscal Year Ending June 30,

2009 2010 2011 2012

Thereafter

Total

$ 407 $ 407 $ 407 $ 407

Senior Secured Credit Facilities

40.7

$ 6,185.2

$ 6,388.7

The senior secured credit facilities provide the borrower, Cengage Learning Acquisitions, Inc. (“CL Acquisitions”), an
indirect wholly-owned subsidiary of Cengage Learning Holdings Il L.P., with variable rate financing of $3,740.0, consisting
of a seven year $3,440.0 term loan facility and a six year $300.0 revolving credit facility (together, the “Senior Credit
Facilities”). Concurrent with the Acquisition, CL Acquisitions borrowed $3,440.0 under the term loan facility and incurred
$58.7 of related financing costs. Such costs are included in “Deferred financing costs” on the Consolidated Balance Sheet

and are being amortized over the term of the Senior Credit Facilities.

Concurrent with the acquisition of HM College on May 30, 2008, CL Acquisitions borrowed $625.0 aggregate principal
amount at maturity ($610.4 in gross proceeds) of incremental term loans under the existing senior secured credit facilities
(the “Incremental Term Loan Facility”) and incurred $2.3 of related financing costs. Such costs are included in “Deferred
financing costs” on the Consolidated Balance Sheet and are being amortized over the term of the Incremental Term Loan

Facility.



CENGAGE LEARNING HOLDINGS Il L.P.
Notes to Consolidated and Combined Financial Statements
(In millions of U.S. dollars unless otherwise indicated)

Under the Senior Credit Facilities, the borrower can elect the term of each drawdown and loan rollover, as well as
which benchmark interest rate would apply, plus a predefined margin based on our leverage ratio. In addition, during the
period July 5, 2007 to June 30, 2008, CL Acquisitions borrowed and repaid $35 of term loans under the revolver at an
average annual rate of 8.07%. The interest rate for term loan borrowings under the term loan facility and the revolving credit
facility were the applicable LIBOR rate plus a margin of 2.75% during the period July 5, 2007 to February 18, 2008 and
LIBOR rate plus a margin of 2.5% during the period February 19, 2008 to June 30, 2008. The interest rate for the
Incremental Term Loan Facility was the applicable LIBOR rate (limited to a minimum contractual rate of 3.75%) plus a
margin of 3.75% during the period May 30, 2008 to June 30, 2008. CL Acquisitions also borrowed and repaid $6.5 of swing
line loans under the revolver during the period July 5, 2007 to June 30, 2008 at an average annual rate of 9.86%. The interest
rate for swing line loans under the revolving credit facility were the applicable base rate (prime) plus a margin of 1.75% for
the period outstanding. Under the revolver, up to $150 is available for the issuance of letters of credit, of which $6.9 was
outstanding as at June 30, 2008 at a cost of 2.25% per annum. At June 30, 2008, CL Acquisitions has $293.1 available under
our revolving credit facility.

In addition, there is an annual commitment fee of 0.50% on unused borrowings under the revolving credit facility. The
commitment fee, letter of credit fee and margin for borrowings under both the term loan facility and the revolving credit
facility may vary in the future if we attain certain leverage ratios.

The borrower is required to pay quarterly installments of 1% of the aggregate principal amount at issuance of the term
loans with the remaining amount payable on July 3, 2014. Principal amounts not previously repaid under the revolving credit
facility are payable on July 5, 2013. In addition, CL Acquisitions is required to make quarterly interest payments.

All obligations under the Senior Credit Facilities are guaranteed on a senior basis by Cengage Learning Holdings 11 L.P.
and substantially all of its material wholly-owned domestic subsidiaries (except CL Acquisitions, as borrower), and are
secured by substantially all of the assets of Cengage Learning Holdings Il L.P., the borrower and such guarantors, subject to
certain customary exceptions.

The Senior Credit Facilities require, among other things, that we maintain an agreed upon senior secured leverage ratio.
As of June 30, 2008, we were in compliance with the applicable senior secured leverage ratio.

Subject to certain exceptions, the credit agreement limits the amount CL Acquisitions can repay under the senior
subordinated discount notes and the loans under the senior bridge loan credit facility as well as CL Acquisition’s ability to
enter into amendments to the senior subordinated discount notes or the senior bridge loan credit facility that are materially
adverse to the lenders under the Senior Credit Facilities. The Senior Credit Facilities include provisions whereby a portion of
excess cash flow, all of the proceeds from any non-permitted debt issuance and a portion of the proceeds from non-ordinary
course asset dispositions, subject to certain exceptions and reinvestment rights, would have to be used to partially prepay the
term loan. The Senior Credit Facilities also contain certain other customary conditions to borrowing, restrictions, affirmative
covenants, negative covenants and events of default.

Senior Notes and Senior Subordinated Discount Notes

CL Acquisitions issued $1,215.6 aggregate principal amount at maturity ($1,200.1 in aggregate gross proceeds) of
senior notes due 2015 (the “Senior Notes”) and $519.0 aggregate principal amount at maturity ($400.1 in aggregate gross
proceeds) of senior subordinated discount notes due 2015 (the “Senior Subordinated Discount Notes” and, together with the
Senior Notes, the “Notes”). CL Acquisitions incurred $21.5 of related financing costs for the issuance of the Notes, which
are included in “Deferred financing costs” on the Consolidated Balance Sheet and are being amortized over the term of the
Notes.

Interest on the Senior Notes accrues at an annual rate of 10.50% and is payable in cash semi-annually in arrears on
January 15 and July 15 of each year. The Senior Subordinated Discount Notes will not accrue cash interest prior to July 15,
2009. Thereafter, cash interest will accrue on the Senior Subordinated Discount Notes at an annual rate of 13.25 % and is
payable on January 15 and July 15 of each year, commencing on January 15, 2010.

The Senior Notes are unsecured senior obligations. The Senior Subordinated Discount Notes are unsecured, senior

subordinated obligations and are subordinate to all senior indebtedness, including the Senior Credit Facilities and the Senior
Notes. The Notes are effectively subordinated to all of CL Acquisitions secured debt (including the Senior Credit Facilities),
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to the extent of the value of the assets securing such debt. The Senior Notes are guaranteed on an unsecured senior basis by
Cengage Learning Holdings Il L.P. and each of its material wholly-owned domestic subsidiaries that guarantees the Senior
Credit Facilities. The Senior Subordinated Discount Notes are guaranteed on an unsecured senior subordinated basis by
Cengage Learning Holdings Il L.P. and each of its material wholly-owned subsidiaries that guarantees the Senior Credit
Facilities. The guarantees of the Notes are effectively subordinated to all of each guarantor’s secured debt, to the extent of
the value of the assets securing such debt.

In accordance with regulations issued by the IRS, to the extent the Senior Subordinated Discount Notes are considered
applicable high yield discount obligations, CL Acquisitions must make a mandatory principal redemption plus accrued
interest at the end of each accrual period ending after July 5, 2012.

The registration rights agreements governing the Notes provide that in the event that an exchange offer registration
statement with respect to the Notes is not filed with the Securities and Exchange Commission on or prior to the 360" day
after the original issuance date of the Notes, additional interest will accrue on the Notes and CL Acquisitions will be required
to pay such interest until the Notes may be resold without restriction under U.S. securities laws. Accordingly, CL
Acquisitions incurred $0.1 in additional interest because CL Acquisitions did not file a registration statement on or prior to
the 360™ day after issuance of the Notes. The Notes became freely tradable under Rule 144 of the Securities Act of 1933 and
additional interest ceased to accrue following the 365" day after the issuance of the Notes.

The indentures that govern the Notes contain certain covenants, agreements and events of default, which are customary
for similar securities.

Senior Bridge Loan Credit Facility

The senior bridge loan credit agreement (the “Senior Bridge Facility™) provides Cengage Learning Holdco, Inc. (“CL
Holdco™), a direct wholly-owned subsidiary of Cengage Learning Holdings 11 L.P., as borrower, with financing of $540.0.
At the borrower’s option, all interest thereunder may be paid in cash, or capitalized through an increase in the principal
amount outstanding (“PIK”). This election must be made in advance of each three-month interest period. Concurrent with
the Acquisition, CL Holdco borrowed $540.0 under the Senior Bridge Facility and incurred $10.9 of related financing costs.
Such costs are included in “Deferred financing costs” on the Consolidated Balance Sheet and are being amortized over the
full term of the Senior Bridge Facility.

Borrowings under the Senior Bridge Facility (“Senior PIK Loans”) currently bear interest at the applicable LIBOR rate
plus a margin of 8.25% to 8.75%. The applicable margin increased by 50 basis points on January 5, 2008 to 12.89%, and
will increase by an additional 50 basis points at the end of every three month interest period, up to a maximum interest rate of
13.75% per annum.

CL Holdco elected to capitalize interest due on the loan in the amount of $74.9 for the period from July 5, 2007 to June
30, 2008, as an increase to the principal amount of the loan. In accordance with regulations issued by the IRS, to the extent
these loans are considered applicable high yield discount obligations; CL Holdco must make mandatory principal
prepayments and accrued interest payments in cash beginning in the second half of 2012.

Between January 6, 2008 and July 5, 2008, subject to certain conditions, the arrangers of the Senior Bridge Facility had
the right to request us to issue bonds and use the proceeds to repay the Senior PIK Loans outstanding under the Senior Bridge
Facility. In July 2008, subsequent to our 2008 fiscal year-end, CL Holdco and Cengage Learning Holdings 11 L.P. entered
into an amendment (the “First Amendment™) under which, among other things, the holders relinquished such rights. In
addition, the First Amendment also set the interest rate on the borrower’s Senior PIK Loans at 13.75% per annum, effective
July 5, 2008 through October 31, 2008, the date the Senior PIK Loans will automatically convert into senior PIK notes (as
described below).

The Senior PIK Loans are structurally subordinated to the debt and other liabilities of all of CL Holdco’s subsidiaries
and effectively subordinated to all of CL Holdco’s secured debt (including CL Holdco’s senior secured guarantee of the
Senior Credit Facilities), to the extent of the value of the assets securing such debt. The Senior PIK Loans are guaranteed on
a subordinated unsecured basis by Cengage Learning Holdings Il L.P. The guarantee of the Senior PIK Loans is
subordinated to all of Cengage Learning Holdings Il L.P. senior debt (including CL Holdco’s senior guarantees of the Senior
Credit Facilities and the Senior Notes) as well CL Holdco’s guarantee of the Senior Subordinated Discount Notes.
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The Senior Bridge Facility contains certain affirmative covenants, negative covenants and events of default, which are
customary for a bridge loan facility.

Under the First Amendment, the Senior PIK Loans will automatically convert into notes in an aggregate principal
amount equal to the unpaid principal amount of such loans on October 31, 2008 (“Senior PIK Notes”). The Senior PIK
Notes will mature on July 15, 2015, bear interest at 13.75% per annum compounded semi-annually and will have covenants
substantially similar to the covenants and events of default applicable to the Senior Notes and Senior Subordinated Discount
Notes issued by CL Acquisitions (a direct wholly-owned subsidiary of CL Holdco). The Senior PIK Notes will have no
registration rights.

The Senior PIK Notes will be structurally subordinated to the debt and other liabilities of all of CL Holdco’s
subsidiaries and effectively subordinated to all of CL Holdco’s secured debt (including CL Holdco’s senior secured guarantee
of the Senior Credit Facilities), to the extent of the value of the assets securing such debt. The Senior PIK Notes will be
guaranteed on a subordinated unsecured basis by Cengage Learning Holdings Il L.P. The guarantee of the Senior PIK Notes
will be subordinated to all of Cengage Learning Holdings 11 L.P. senior debt (including CL Holdco’s senior guarantees of the
Senior Credit Facilities and the Senior Notes) as well CL Holdco’s guarantee of the Senior Subordinated Discount Notes.

As a result of the First Amendment, CL Holdco incurred and capitalized $16.2 of related financing costs. Such costs are
included in “Deferred financing costs” on the Consolidated Balance Sheet and are being amortized over the full term of the
Senior PIK notes.

Capital Lease Obligation

Due to the change in control of Thomson Learning resulting from the Acquisition, the capital lease of the building
located in Farmington Hills, Michigan, terminated. We negotiated an extension of the current lease term and on October 31,
2007, purchased the property by settling the outstanding capital lease obligation of $26.0, plus accrued interest of $0.2.

Notes Payable, Due 2008

The notes payable bore interest at a rate of 3.5% per year, subject to increase in certain circumstances. We did not
assume this liability as part of the Acquisition. See Note 2, “Acquisitions of Thomson Learning and Houghton Mifflin
College Assets.”

12. FINANCIAL INSTRUMENTS

We are exposed to market risk from foreign currency exchange rates and interest rates, which could affect our
operating results, financial position and cash flows. Exposure to these market risks is managed through the regular operating
and financing activities and, when appropriate, through the use of derivative financial instruments. These derivative financial
instruments are used to hedge economic exposures as well as reduce earnings and cash flow volatility resulting from shifts in
market rates. As permitted, certain of these derivative contracts may be designated for hedge accounting treatment under
SFAS No. 133, Accounting for Derivative Instruments and Hedging Activities. However, certain of these instruments may
not qualify for hedge accounting treatment and, accordingly, the results of operations may be exposed to some level of
volatility. Volatility to our results of operations will vary with the type and amount of derivative hedges outstanding, as well
as fluctuations in the currency and interest rate market during the period.

We periodically may enter into derivative contracts, including interest rate and cross currency interest rate swap
agreements and interest rate collars to manage interest rate exposures, and foreign currency spot, forward, swap and option
contracts to manage foreign currency exposures. The fair market values of all these derivative contracts change with
fluctuations in interest rates and/or currency rates and are designed so that any changes in their values are offset by changes
in the values of the underlying exposures. Derivative financial instruments are held by us solely as risk management tools
and not for trading or speculative purposes.

By their nature, all derivative instruments involve, to varying degrees, elements of market and credit risk not
recognized in our financial statements. The market risk associated with these instruments resulting from currency exchange
and interest rate movements is expected to offset the market risk of the underlying transactions, assets and liabilities being
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hedged. Our policy is to deal with counterparties having a single A or better credit rating. Credit risk is managed through the
continuous monitoring of exposures to such counterparties.

Interest Rate Risk Management

Interest rate swap agreements are used to manage interest rate exposure in order to achieve a desired proportion of
variable and fixed rate debt. These derivatives may be designated as fair value hedges or cash flow hedges depending on the
nature of the risk being hedged. Thomson Learning did not hold any interest rate swap instruments as of June 30, 2007.

In July and August 2007, we entered into three respective interest rate swaps with an amortizing aggregate notional
amount of $3,056 which were designated and accounted for as cash flow hedges from inception. These swaps were
structured to hedge the variable LIBOR interest rate component of the term loan borrowings under the Senior Credit
Facilities, converting a declining percentage of the debt from a variable rate commitment to a fixed rate commitment, starting
initially at 90%, and reducing to 40% over four years. The notional amount of the interest rate swaps as of June 30, 2008 was
$3,033.0.

On December 21, 2007, we entered into an interest rate basis swap with an amortizing notional amount of $3,044.0 in
anticipation of changes in the term and benchmark interest rate for loan rollovers for the next twelve months. The new swap
was structured to convert the variable LIBOR interest rate component of the long-term borrowings under the Senior Credit
Facilities from a one-month LIBOR rate to a three month LIBOR rate for a twelve month period. As a result, we de-
designated the original swaps for cash flow hedge accounting purposes and designated and accounted for both the original
and new basis swaps as a cash flow hedge. At that time, the after tax fair value of these hedges recorded in Accumulated
Other Comprehensive Loss (“AOCL”) was $85.5, which will be amortized into interest expense to correspond to the
recognition of interest expense on the hedged debt. All components of each derivative’s gain or loss were included in the
assessment of hedge effectiveness and no amount of ineffectiveness was recorded in the Consolidated Statement of
Operations.

Our interest rate swap agreements do not include ratings based collateral triggers nor do they require us to post
collateral regardless of the size of our market to market exposure.

Other Foreign Currency Derivatives

We economically hedge the impact resulting from changes in exchange rates on various foreign currency-denominated
net asset positions through the use of forward contracts that are not necessarily designated as accounting hedges. The gains
and losses on these derivatives are largely expected to offset transaction losses and gains on the underlying foreign currency-
denominated assets and liabilities, both of which are recorded in “Selling, general & administrative, excluding depreciation”,
net in the Consolidated Statements of Operations.

The following is a summary of our derivative instruments as of June 30, 2008:

Interest Interest Foreign
Rate Rate Exchange
Swaps Basis Swaps Contracts
Initial notional amount $ 30440 $ 30560 $ 2332
Weighted average interest rate paid 4.88%-5.31% 3.20%
Weighted average interest rate received 4.25% 3.66%
Basis LIBOR LIBOR
Maturity (calendar year) 2008 2009-2011 2008
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Interest Foreign
Rate Exchange
Contracts Contracts
Ending balances as of June 30, 2008:
Current fair value of derivative instruments $ 571 % 1.7
Non-current fair value of derivative instruments 35.3 -
For the Period July 5, 2007 to June 30, 2008:
Selling, general & administrative, excluding
depreciation stated below $ - $ 1.7
Interest expense 13.8 -

During the period July 5, 2007 to June 30, 2008, a $92.4 after-tax decrease in the fair value of cash flow hedges was
recorded in AOCL while an amount of $13.8 was reclassified into earnings. During the six months ended June 30, 2007, a
$0.2 after-tax increase in the fair value of cash flow hedges was recorded in AOCL. No amounts were transferred to earnings
as a result of scheduled payments and receipts on the Company’s cash flow hedges during the period, which resulted in an
ending unrealized gain position relating to derivative instruments in AOCL of $0.2 as of June 30, 2007.

Fair Value of Other Financial Instruments:

The estimated fair values of our other financial instruments, excluding derivative instruments, were as follows:

Successor Predecessor
June 30, 2008 June 30, 2007
Carrying Fair Carrying Fair
Amount Value Amount Value
Cash and cash equivalents $ 44.3 $ 44.3 $ 188 $ 188
Accounts receivable, net 273.9 273.9 208.2 208.2
Short-term portion of senior secured credit facilities:
Term loan facility 34.4 31.0 - -
Incremental Term Loan Facility 6.3 5.7 - -
Notes payable - - 35.0 35.0
Notes payable to TOC - - 693.9 693.9
Senior secured credit facilities:
Term loan facility 3,379.8 3,050.3 - -
Incremental Term Loan Facility 604.2 558.4 - -
10.50% Senior Notes due 2015 1,202.1 1,051.5 - -
13.25% Senior Subordinated Discount Notes due 2015 454.1 378.9 - -
Senior Bridge Loan Credit Facility 614.9 485.8 - -
Notes payable, due 2008 - - 14.9 14.9

13. BENEFIT PLANS

Defined Contribution Plans

Subsequent to the Acquisition, we established the Cengage Learning 401(k) Savings Plan in the U.S. The Company
matches 100% of employee contributions up to 4% of the employee’s compensation, as defined in the plan. These matching
contributions vest based upon an employee’s years of service, including years of service earned as an employee of
Predecessor, and become fully vested after four years of service. We also initiated defined contribution plans for employees
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outside the U.S. Our contributions to all plans, net of plan forfeitures, were $11.3 for the period from July 5, 2007 to June
30, 2008.

Prior to the Acquisition, certain Predecessor employees in the U.S. participated in a defined contribution savings plan,
administered by TOC, under Section 401(k) of the Internal Revenue Code. The plan covered substantially all U.S. based
employees who met minimum age and service requirements and allowed participants to defer a portion of their annual
compensation on a pre-tax basis. Thomson Learning matched 50% of employee contributions up to the first 6% of the
employee contribution. For new employees, beginning March 2006, Thomson Learning matched 50% of employee
contributions up to the first 8% of the employee contribution. These matching contributions vest based upon an employee’s
years of service and become fully vested after four years of service. Matching contribution expense directly attributable to
Thomson Learning’s employees for the six months ended June 30, 2007 and the years ended December 31, 2006 and 2005
was $3.4, $5.6 and $6.0, respectively.

Certain employees based outside the U.S participated in similar plans sponsored by TOC. Under these defined
contribution plans, the cost of contributing to the plans is charged to expense as incurred. For the six months ended June 30,
2007 and the years ended December 31, 2006 and 2005, the expense associated with these plans was $0.6, $1.3 and $1.1,
respectively. The expense for these plans for the period July 1, 2007 through July 4, 2007 was not significant.

Defined Benefit Pension Plans

Certain employees in the U.S. participated in a defined benefit pension plan sponsored and administered by TOC. The
pension plan called for benefits to be paid to eligible employees at retirement, based primarily on years of service and
compensation rates near retirement. The majority of the participants became 100% vested in their accrued benefit after
completing 5 years of service. Thomson Learning’s expense, as allocated by TOC to us and other TOC businesses based
primarily on the number of participants in the plan, was $7.5, $12.8 and $10.3 for the six months ended June 30, 2007 and the
years ended December 31, 2006 and 2005, respectively. The plan was closed to new participants in March 2006.

Certain employees based outside the U.S. participated in similar plans sponsored by TOC. Under these defined benefit
plans, Thomson Learning’s cost of contributing to the plans for its employees was determined by TOC and was charged to
expense as incurred. For the six months ended June 30, 2007, and the years ended December 31, 2006 and 2005, the expense
associated with these plans was $0.4, $0.7 and $0.1, respectively.

Additionally, select employees participated in supplemental executive retirement plans. These plans provided qualified
employees with additional retirement benefits above that received from the TOC qualified plan. For the six months ended
June 30, 2007 and the years ended December 31, 2006 and 2005, the expense associated with these plans was $0.8, $1.7 and
$2.0, respectively. The expense for these plans for the period July 1, 2007 through July 4, 2007 was not significant.

Other Post-Retirement Benefits Plans

Certain employees in the U.S. participated in a defined post-retirement benefit plan sponsored and administered by
TOC. The plan called for certain medical costs, after deductibles, to be paid for after an eligible employee’s retirement. The
plan had been closed to new participants since 1993. Predecessor’s expense, as allocated by TOC based primarily on the
number of participants in the plan, was $1.0, $1.7 and $1.0 for the six months ended June 30, 2007 and the years ended
December 31, 2006 and 2005, respectively.

Certain employees based outside the U.S. participated in similar plans sponsored by TOC. Under these defined benefit
plans, Thomson Learning’s cost of contributing to the plans for its employees was determined by TOC and is charged to
expense as incurred. For the six months ended June 30, 2007 and the years ended December 31, 2006 and 2005, the expense
associated with these plans was not significant.

14. EQUITY
Under the Cengage Learning Holdings Il L.P. partnership agreement, Cengage Learning Holdings Il L.P.’s loss and
income are allocated to the general partner and the limited partners on a pro rata basis in accordance with the amount of the

partners’ contributions to Cengage Learning Holdings Il L.P. Partners make capital contributions to the Partnership in such
amounts and at such times as they mutually agree. The General Partner has absolute discretion to make any distributions to a
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partner, which include a return of all or any part of such partner’s capital contribution, provided that upon the dissolution of
the Partnership, the assets of the Partnership must be distributed as provided in Section 17-804 of the Delaware Revised
Uniform Limited Partnership Act.

In connection with the HM College acquisition in May 2008, Apax and OMERS made an additional equity investment of
$132.5 in cash. Also in May 2008, affiliates of our limited partners amended their partnership agreement to reflect the
formation and admission of Cengage Management L.P. as a limited partner. The amendment further authorized the issuance
of four classes of limited partnership interests, designated as Class A, B, C and D units, and provided certain employees of
the Company with the option to purchase Class B units in Cengage Management L.P. As a result, the Company received
$4.3 in cash during the fourth quarter of fiscal 2008.

15. EQUITY-BASED COMPENSATION
Successor Management Equity Incentive Plan

In May 2008, certain employees of Cengage Learning were granted Class C units in Cengage Management L.P. as
compensation for services rendered to the Company. These units bear economic characteristics similar to options to purchase
shares of stock and the related compensation expense is incurred by Cengage Learning since the grantees are employees of
the Company. The Class C units were issued for no consideration and vest in 20% increments annually on the last day of the
first five fiscal years following the grant date starting in fiscal 2008, based on the attainment of specified performance targets.
If the performance targets are not met in any given year, the units remain unvested until, if in any subsequent year, the
specific target for that year is achieved at which time the current year’s and all prior year’s units that are unvested will
become vested, provided the employee remains employed through the last day of such following year. Under the terms of the
plan, both the performance targets and a valuation for the unvested units are determined annually at the beginning of each
fiscal year.

The number of Class C units available for issuance under the Management Equity Incentive plan is 150.0 units. As of
June 30, 2008, 25.5 Class C units were available for grant under this plan. The following table summarizes the Class C unit
activity under the Management Equity Incentive Plan:

Successor
Weighted
Average
Number Grant Date

(Units in millions and dollars in whole U.S. dollars) of Units Fair Value
Nonvested at July 5, 2007
Granted 1325 $ 0.17
Forfeited (8.0) 0.17
Vested (24.9) 0.17

Nonvested at June 30, 2008 99.6 0.17

As a result of performance targets being achieved in fiscal 2008, we recognized compensation expense of $4.3, which
represents the total fair value of units vested during the fourth quarter of fiscal 2008. At June 30, 2008, there was an
estimated $17.3 of total unrecognized compensation cost related to these units, which is expected to be recognized over a
remaining weighted-average period of four years. At grant date and subsequent reporting periods, we make an assessment of
whether the performance targets will be met and will adjust our compensation costs accordingly based on our periodic
assessment.

Also in May 2008, 3.3 fully vested Class D units in Cengage Management L.P. were granted. These units bear
economic characteristics similar to options to purchase shares of stock and the related compensation expense is incurred by
Cengage Learning since the grantee is an employee of the Company. As a result, we recognized compensation expense of
$1.3 during the fourth quarter of fiscal 2008. At June 30, 2008, there are no more Class D units available for grant under this
Management Equity Incentive Plan.
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Cengage Learning’s outstanding partnership interests are privately held and there is no established public trading market
for our partnership interests. Management followed guidelines set forth in the American Institute of Certified Public
Accountants (“AICPA”) Practice Aid Valuation of Privately-Held Company Equity Securities Issued as Compensation (the
“AICPA Practice Aid”). Management used Level A, as defined by the AICPA Practice Aid to determine the fair value of the
units. The estimated fair value of the units on the date of grant was based on the option pricing method, whereby each class
of partnership interests was modeled as a call option with a distinct claim on the enterprise value of Cengage Learning. The
characteristics of each class of interest, as determined by the partnership agreement, determine each class of equity’s unique
claim on our assets. We used the Black-Scholes option pricing model to value the call options with the following
assumptions:

Successor
Period Ended
July 5, 2007 to
June 30, 2008

Risk-free interest rate 2.2%
Dividend yield N/A
Volatility factor 19.0%
Expected life (years) 3.8

The expected life represents our estimate of the remaining period of time to when a liquidity event may occur. Since
the Company’s partnership interests are not publicly traded, we estimated the volatility factor based on the historical
volatility of peer group public companies.

Predecessor Equity-Based Compensation Plans

Effective July 5, 2007, employee participants ceased to be active of all Predecessor equity-based compensation plans.
Prior to the Acquisition, TOC accelerated the vesting of all outstanding shares and rights. Cengage Learning did not retain
any obligations or liabilities with respect to these plans.

Employee Stock Purchase Plan

In 2005, TOC initiated an Employee Stock Purchase Plan ("ESPP”) under which eligible U.S. employees of Thomson
Learning could purchase common shares of TOC. Each quarter, participating employees could elect to withhold up to 10%
of their eligible compensation, up to a maximum of $21,250 (whole U.S. dollars) per year, to purchase TOC common shares
at a price equal to 85% of the closing price of the shares on the New York Stock Exchange as of the last business day of the
quarter. Expense recognized by Thomson Learning relating to the ESPP was not significant during the six months ended
June 30, 2007 and the years ended December 31, 2006 and 2005. There was no expense recognized for the period July 1 to
July 4, 2007 relating to this plan.

Stock Appreciation Rights

Certain employees of Thomson Learning participated in a TOC-administered plan that provided for the granting of
stock appreciation rights (“SAR’s”). These rights provided the holder with the opportunity to earn a cash award equal to the
fair market value of TOC’s common shares less the price at which the SAR was issued. Compensation expense was
measured based on the market price of TOC common shares at the end of the reporting period. The SAR’s outstanding under
the plan were granted at the closing price of TOC’s common shares on the day prior to the date of grant, vested over a four to
eight-year period, and expired five to eleven years after the grant date. The compensation expense was recognized over the
applicable period in “Selling, general & administrative, excluding depreciation” and “Allocation of management costs from
TOC” in the Combined Statement of Operations.
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A summary of the activity and status of awards to Thomson Learning employees is as follows:

Predecessor
Period July 1, 2007 to Six Months Ended
July 4, 2007 June 30, 2007

Weighted Weighted
(SARs in thousands and Average Average
dollars in whole Canadian dollars) SARs Exercise Price SARs Exercise Price
Outstanding at the beginning of the period 39.5 $ 42.20 57.0 $ 42.12
Exercised - - (7.5) 42.89
Forfeited - - (10.0) 41.26
Outstanding at the end of the period 39.5 42.20 39.5 42.20
Exercisable at the end of the period T 395 4220 204 43.13

Years Ended December 31,

2006 2005

Weighted Weighted
(SARs in thousands and Average Average
dollars in whole Canadian dollars) SARs Exercise Price SARs Exercise Price
Outstanding - January 1 73.0 $ 41.53 63.0 $ 40.52
Granted - - 25.0 40.77
Exercised (16.0) 39.44 (15.0) 36.00
Outstanding - December 31 57.0 42.12 73.0 41.53
Exercisable - December 31 28.5 42.94 31.3 41.69

The exercised SAR’s resulted in cash payments of Canadian $0.1 during the six months ended June 30, 2007 and the
years ended December 31, 2006 and 2005. There were no cash payments for the period July 1 to July 4, 2007.

Stock Incentive Plan

Under the plan, the exercise price of an option equaled the closing market price of TOC’s stock on the New York Stock
Exchange on the day prior to the date of the grant and the maximum term of an option was 10 years. In general, grants
vested 25% per year from the date of issuance. TOC settled employee stock option exercises with newly issued common
shares. Under the plan, options were granted in either Canadian or U.S. dollars. The exercise price for options granted during
the year ended December 31, 2005 was $35.13 (whole U.S. dollars) and represented the fair value of TOC shares of common
stock at the grant date. The weighted average grant date fair value of such granted options was $8.12 and $7.28 (whole U.S.
dollars) for the years ended December 31, 2006 and 2005, respectively.

The fair value for these options was estimated at the date of the grant by TOC using the Black-Scholes option pricing
model. This model requires the use of subjective assumptions, including expected stock price volatility. The principal
assumptions used in applying the Black-Scholes option-pricing model were as follows:

Predecessor
Years Ended December 31,
2006 2005
Risk-free interest rate 4.6% 4.4%
Dividend yield 2.3% 2.3%
Volatility factor 18.5% 18.8%
Expected life (years) 6 6
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There were no options granted from July 1, 2007 to July 4, 2007 and for the six months ended June 30, 2007.

A summary of the activity and status of the options granted and exercised in Canadian dollars is as follows:

Predeccesor
Period July 1, 2007 to Six Months Ended
July 4, 2007 June 30, 2007

Weighted Weighted
(Options in thousands and Average Average
dollars in whole Canadian dollars) Options Exercise Price  Options Exercise Price
Outstanding at the beginning of the period 480.5 $ 49.87 5195 $ 50.05
Exercised - - (10.0) 48.40
Forfeited - - (29.0) 53.68
Outstanding at the end of the period 480.5 49.87 480.5 49.87
Exercisable at the end of the period 480.5 49.87 480.5 49.87

December 31,

2006 2005

Weighted Weighted
(Options in thousands and Average Average
dollars in whole Canadian dollars) Options Exercise Price  Options Exercise Price
Outstanding - January 1 616.5 $ 50.13 661.5 $ 49.82
Exercised (16.0) 41.00 (27.0) 41.00
Forfeited (81.0) 52.46 (18.0) 52.40
Outstanding - December 31 519.5 50.05 616.5 50.13
Exercisable - December 31 519.5 50.05 616.5 50.13

The exercised options in Canadian dollars had an intrinsic value of Canadian $0.1 for both the years ended December
31, 2006 and 2005. The intrinsic value was not material for the exercised options in the six months ended June 30, 2007.
Total cash received from employees as a result of employee stock option exercises was Canadian $0.5, $0.7 and $1.1 during
the six months ended June 30, 2007 and the years ended December 31, 2006 and 2005, respectively. In connection with
those exercises, the tax benefits realized by Thomson Learning were not material in the six months ended June 30, 2007 and
the years ended December 31, 2006 and 2005. There was no tax benefit realized for the period July 1 to July 4, 2007 relating
to this plan.

Options vested were 97.1 (shares in thousands) during the year ended December 31, 2005 and had an aggregate fair
values of $0.8.
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A summary of the activity and status of the options granted and exercised in U.S. dollars is as follows:

Predecessor
From July 1, 2007 to Six Months Ended
July 4, 2007 June 30, 2007

Weighted Weighted
(Options in thousands and Average Average
dollars in whole U.S. dollars) Options Exercise Price ~ Options Exercise Price
Outstanding at the beginning of the period 1,040.2 $ 33.07 1,105.4 $ 33.07
Granted - - - -
Exercised - - (28.4) 31.27
Forfeited - - (36.9) 34.49
Outstanding at the end of the period 1,040.2 33.07 1,040.1 33.07
Exercisable at the end of the period 1,040.2 31.35 502.8 31.35

Years Ended December 31,

2006 2005

Weighted Weighted
(Options in thousands and Average Average
dollars in whole U.S. dollars) Options Exercise Price Options Exercise Price
Outstanding - January 1 1,381.7 $ 32.74 979.4 $ 31.46
Granted 20.0 37.99 442.0 35.12
Exercised (128.3) 31.22 (27.3) 26.54
Forfeited (168.0) 32.33 (12.5) 30.52
Outstanding - December 31 1,105.4 33.07 1,381.6 32.74
Exercisable - December 31 T 5450 31.42 4333 30.45

The exercised options had an aggregate intrinsic value of $0.3, $1.2, and $0.3 during the six months ended June 30,
2007 and the years ended December 31, 2006, and 2005, respectively. Total cash received from employees as a result of
employee stock option exercises was $0.9, $4.0, and $0.7 during the six months ended June 30, 2007 and the years ended
December 31, 2006, and 2005, respectively. In connection with those exercises, the tax benefits realized by Thomson
Learning were $0.1, $0.5, and $0.1 during the six months ended June 30, 2007 and the years ended December 31, 2006, and
2005, respectively. There was no activity for the period July 1 to July 4, 2007 relating to this plan.

Options vested were: 0.8, 311.2 and 242.7 (options in thousands) during six months ended June 30, 2007 and the years
ended December 31, 2006 and 2005, respectively. These options had associated aggregate fair values of $0, $2.2 and $1.8,
respectively.

The compensation expense for this plan was recognized over the applicable period in “Selling, general &

administrative, excluding depreciation” and “Allocation of management costs from TOC” in the Combined Statement of
Operations. Total unrecognized compensation expense related to non-vested awards as of June 30, 2007 was $4.0.
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16. INCOME TAXES

The components of (loss) income before income taxes from continuing operations by jurisdiction are as follows:

Successor Predecessor
Period Period Six Months Years Ended
July 5, 2007 to July 1, 2007 to Ended December 31,
June 30, 2008 July 4, 2007 June 30, 2007 2006 2005
United States of America $ (313.3) $ 3.2 $ (99.9) $ 183.1 $ 1134
Other jurisdictions (91.1) 0.4) (12.6) 25.7 31.2
Total (loss) income before income
taxes from continuing operations $ (404.4) $ 2.8 $ (1125) $ 208.8 $ 144.6

The components of (provision for) benefit from income taxes from continuing operations by jurisdiction are as follows:

Successor Predecessor
Period Period Six Months Years Ended
July 5, 2007 to | July 1, 2007 to Ended December 31,
June 30, 2008 July 4, 2007 June 30, 2007 2006 2005
United States of America:
Current $ (5.2 $ 0.4 $ 76.2 $ (443) $ (39.9)
Deferred 8.7 (0.8) (38.8) (30.3) (9.9)
Total United States of America 3.5 (0.4) 37.4 (74.6) (49.8)
Other jurisdictions:
Current (7.7) (0.6) 2.6 (9.6) (9.8)
Deferred 2.3 - 0.1 1.1 0.9
Total other jurisdictions (5.4) (0.6) 2.7 (8.5) (8.9)
Total worldwide $ (1.9) $ (10 $ 40.1 $ (831 $ (58.7)

The tax effects of the significant components of temporary differences giving rise to deferred tax assets and liabilities at
June 30, 2008 and 2007 are as follows:

Successor Predecessor
June 30, June 30,
2008 2007
Accounts receivable $ 317 $ 30.6
Inventory 20.7 19.1
Accrued expenses 18.2 15.9
Financial instruments 87.0 -
Net operating losses 120.0 9.5
Other tax assets 9.7 4.5
Total deferred tax assets 287.3 79.6
Valuation allowance (220.9) (8.6)
Net deferred tax assets 66.4 71.0
Identifiable intangible assets (818.5) (133.5)
Goodwiill (35.3) (170.3)
Other long-lived assets ® (72.2) (16.9)
Total deferred tax liabilities (926.0) (320.7)
Net deferred tax liabilities $ (859.6) $ (249.7)
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@ Other long-lived assets are comprised of property, equipment and capitalized software for internal use and pre-
publication costs.

For the period from July 5, 2007 to June 30, 2008, the Company is a stand alone tax filer. For the periods prior to the
Acquisition, we were required to assess the realization of its deferred tax assets and the need for a valuation allowance on a
stand-alone basis. The assessment required judgment on the part of management with respect to benefits that could be
realized from future taxable income, as well as other positive and negative factors influencing the realization of deferred tax
assets. As a result of Cengage Learning’s history of net operating losses and expected future losses in certain jurisdictions, a
valuation allowance has been established for those items where it is more likely than not that some portion or all of the
deferred tax assets will not be realized.

The balance as of June 30, 2007 in “Other tax assets” represents the deferral of tax charges generated from the transfers
of technology platforms from one jurisdiction to another. In accordance with GAAP, the tax impact on intercompany
transactions must be deferred and amortized to income as the underlying asset is amortized.

The “Net operating losses” reflected as of June 30, 2007 represent tax net operating losses that Thomson Learning has
generated on a stand-alone basis. These losses have been calculated solely for the purposes of these Financial Statements.

In accordance with Accounting Principles Board Opinion No. 23, Accounting for Income Taxes — Special Areas, we
have not recorded U.S. income taxes for our outside basis differences related to Non-U.S. subsidiaries. For the period from
July 5, 2007 to June 30, 2008, we have determined that the undistributed earnings of our non-US subsidiaries will be
permanently invested in our non-U.S. operations to support continued growth or could be distributed without a U.S. tax cost.
The amount of such earnings, as of June 30, 2008, was approximately $5.7. It is not practicable to calculate the unrecognized
deferred tax liability on those earnings.

In the Consolidated and Combined Balance Sheets, deferred tax assets and liabilities are shown net if they are in the
same jurisdiction. The components of the net deferred tax liability are as follows:

Successor Predecessor
June 30, June 30,
2008 2007
Current deferred tax assets $ 62.3 $ 57.3
Non-current deferred tax assets 0.6 4.8
Non-current deferred tax liabilities (922.5) (311.8)
Net deferred tax liabilities $ (859.6) $ (249.7)

A reconciliation of the statutory U.S. federal income tax rate to our effective tax rate for the period from July 5, 2007 to
June 30, 2008, the period July 1 to July 4, 2007, six months ended June 30, 2007 and the years ended December 31, 2006 and

2005, respectively, is as follows:

Successor Predecessor
Period Period Six Months Years Ended
July 5, 2007 to | July 1, 2007 to Ended December 31,
June 30, 2008 July 4, 2007  June 30, 2007 2006 2005

Statutory rate 35.0 % 35.0 % 35.0 % 35.0 % 35.0 %
Valuation allowance (30.5)% -% -% -% -%
Goodwill impairments (2.8)% -% -% -% -%
Foreign tax differential (0.7)% (1.5)% (1.5)% (1.2)% (2.3)%
State and local tax (1.1)% 4.2 % 42 % 3.8% 35%
Other (0.4)% (1.6)% (2.1)% 2.2 % 4.4 %
Effective rate (0.5)% 36.1 % 35.6 % 39.8 % 40.6 %

As discussed in Note 1, “Basis of Presentation and Summary of Significant Accounting Policies”, we adopted a new

policy for accounting for uncertain income tax positions effective January 1, 2007. As a result of this change, we recorded a
non-cash charge of $2.1 to opening retained earnings as of January 1, 2007 with an offsetting increase to “Net investment of

-08 -



CENGAGE LEARNING HOLDINGS Il L.P.
Notes to Consolidated and Combined Financial Statements
(In millions of U.S. dollars unless otherwise indicated)

TOC.” Such unrecognized tax benefits are recognized in “Net investment of TOC” in the accompanying Combined Balance
Sheet as the liabilities are indemnified by TOC subsequent to the disposition of Thomson Learning.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows:

Balance at July 5, 2007 $ 10.5
Decrease due to change in ownership on July 5, 2007 (6.6)
Decrease due to lapse in the applicable statute of limitations (0.8)
Balance at June 30, 2008 $ 3.1

If recognized, all of these unrecognized tax benefits would favorably affect our income tax expense.

The unrecognized tax benefits in the amount of $6.6 lapsed due to the change in ownership resulting from the
Acquisition and associated tax grouping statutes within a specific tax jurisdiction. Unrecognized tax benefits in the amount
of $0.8 lapsed due to the expiration of the applicable statue of limitations in a specific jurisdiction. As of June 30, 2008 and
2007, we had accrued an aggregate of $1.7 and $1.6, respectively, related to interest and penalties associated with these tax
positions. We anticipate $0.1 of unrecognized tax benefits will lapse during fiscal 2009 due to the expiration of the
applicable statute of limitations in a specific jurisdiction.

The entities within these Combined Financial Statements are included within consolidated tax returns filed by certain

TOC affiliates. As of June 30, 2008, the tax years subject to examination for these TOC affiliates by major jurisdiction are as
follows:

Jurisdiction Tax Year
United States — Federal 2003 — 2008
United Kingdom 2006 — 2008

At June 30, 2008, we had net operating loss carry-forwards for income tax purposes of $419.6 that will expire in 2009
through 2028, if not utilized, and $9.2 available to offset future taxable income indefinitely. Of the net operating loss carry-
forwards, $21.1 and $7.4, respectively, were in existence prior to the Acquisition. The remaining balance consists of
estimated net operating loss-carry forwards generated in the current year for income tax purposes of $400.3.

17. SUPPLEMENTAL CASH FLOW INFORMATION

Details of “Changes in operating assets and liabilities, net of acquisitions” are:

Successor Predecessor
Period Period Six Months Years Ended
July 5, 2007 to July 1, 2007 to Ended December 31,
June 30, 2008 July 4, 2007 June 30, 2007 2006 2005
Accounts receivable, net $ (46.0) $ 94) % 1185 $ (421) $ (9.9)
Inventories 2.0 0.8 (22.9) 10.3 (3.0)
Prepaid expenses and other current assets 18.6 (12.0) (5.3) (1.4) 1.4
Accounts payable and accrued expenses 54.5 8.6 (112.2) (38.4) 51.9
Accrued interest payable 64.1 - - - -
Deferred revenue 27.3 3.9 (28.0) 10.3 5.9
Current taxes payable (0.4) (0.2) 0.5 3.6 3.7
Author advances, net 2.1 - 6.8 (0.3) (1.5)
Other, net (7.9) (0.6) 3.3 9.8 3.6
$ 114.3 3 22 % (39.3) $ (482 $ 526

We paid cash for interest expense on debt and the capital lease, excluding interest paid to TOC, of $337.6 for the period
from July 5, 2007 to June 30, 2008 and $2.0, $9.2 and $3.7 for the six months ended June 30, 2007 and the years ended
December 31, 2006 and 2005, respectively. Income taxes paid, net of any refunds, amounted to $4.8 for the period from July
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5, 2007 to June 30, 2008 and $4.1, $5.0 and $5.3 for the six months ended June 30, 2007 and the years ended December 31,
2006 and 2005, respectively. There were no interest and income taxes payments for the period July 1 to July 4, 2007.

18. RELATED PARTY TRANSACTIONS

Because of the related party relationships outlined below and elsewhere within these Financial Statements, it is possible
that the terms of these transactions are not the same as those that would result from transactions among wholly unrelated
parties.

Acquisition and Post-acquisition Transactions
Limited Partnership Agreement

Certain affiliates of Apax and OMERS, certain other co-investors and two management investment vehicles are parties
to an amended and restated limited partnership agreement for our ultimate parent entity, Cengage Learning Holdings I, L.P.
Apax manages and controls the business and affairs of Cengage Learning Holdings I, L.P.’s general partner and therefore
controls Cengage Learning Holdings I, L.P. The limited partnership agreement contains restrictions on the transferability of
the interests in the partnership, the economic rights of the limited partnership interests and the rights of the limited partners to
participate in certain asset sales by the partnership or sales of interests in the partnership by certain affiliates of Apax and
OMERS.

Advisory Fee Agreements

Concurrent with the consummation of the Acquisition, we entered into advisory fee agreements with Apax and OMERS
(together, the “Advisory Fee Agreements”). Pursuant to the agreement with Apax, we paid a fee of $36.4 and $7.7 upon
closing of the acquisitions of Thomson Learning and HM College, respectively, in consideration of services, advice and
assistance provided in connection with these acquisitions. We are also obligated to pay an aggregate annual fee of $10.0,
payable quarterly in advance on the first day of each quarter during the term of the Advisory Fee Agreements, in
consideration of the services provided under these Advisory Fee Agreements. We are also obligated to pay associated out of
pocket expenses incurred by Apax and OMERS.

At any time in connection with or in anticipation of a change of control or an initial public offering, Apax and OMERS
may elect to receive their advisory fees payable under the Advisory Fee Agreements in a single lump sum cash payment
equal to the present value of the then unpaid current and future advisory fees payable under the applicable Advisory Fee
Agreement, assuming each agreement terminates on the tenth anniversary of the notice date of such election.

Payment of the fees under the Advisory Fee Agreements is subject to deferral due to restrictions imposed upon us in
connection with debt financing. Deferred payments will bear interest at an annual rate of 10%, compounded quarterly, until
paid.

The fees under the Advisory Fee Agreements may be increased, by mutual agreement of the parties, in the event that we
enter into a significant acquisition.

Each Advisory Fee Agreement terminates upon the earlier of (i) the date on which Apax’s or OMERS’ direct or indirect
ownership is below 5%; (ii) payment of the remaining advisory fees in a lump sum; or (iii) as agreed between the parties to
each Advisory Fee Agreement.

We recorded expense for Advisory Fees of $9.9 for the period from July 5, 2007 to June 30, 2008, which is included in
“Selling, general & administrative, excluding depreciation” in the Consolidated Statements of Operations. The accrued
advisory fees along with the accrued interest of $10.4 are included in “Accounts payable and accrued expenses” on the
Consolidated Balance Sheet.
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Agreements with Nelson

We entered into a Master Services Agreement with Nelson Education, Ltd. (“Nelson”). Nelson is majority owned by
funds affiliated with OMERS, with Apax holding the minority interest. Under the Master Services Agreement, we are to
provide Nelson with various services including services relating to business and technology services, content services,
commission’s services, customer service and operations, management services, fulfillment services and business information
support services and Nelson is to provide us with certain real estate services. The cost of each of the services provided under
the Master Services Agreement is based on a set fee. No fees are payable under the Master Services Agreement for services
provided prior to July 1, 2008.

All services under the Master Services Agreement are provided for a specified period of time, and Nelson can generally
terminate those services in advance upon 30 days written notice without penalty.

In addition, we are party to an operating agreement with Nelson under which Nelson is our exclusive authorized
distributor for sale and /or distribution of print and digital publications in Canada. Nelson also has the exclusive right to
adapt, customize and translate our publications. The operating agreement sets certain restrictions on the use of our content,
including restricting Nelson’s ability to adapt certain texts, limiting the dollar amount of sales of “first edition” texts and
restricting Nelson from marketing adaptations or translations it has created outside of Canada.

Nelson is required by the operating agreement to pay us royalties of a percentage of net sales for certain specified
publications, adaptations of textbooks created by Nelson, translations of textbooks by Nelson and certain Nelson customized
products.

Initially the operating agreement has an 11-year term to January 1, 2018, and thereafter it is subject to automatic one
year extensions unless cancelled by one of the parties. The operating agreement may also be terminated upon material
breach, bankruptcy or the mutual agreement of the parties.

We recorded revenue from Nelson of $21.9 for the period from July 5, 2007 to June 30, 2008. At June 30, 2008, we
recorded a receivable of $11.1 and payable of $0.4 from Nelson, which are included in “Accounts receivable, net” and
“Accounts payable and accrued expenses”, respectively, on the Consolidated Balance Sheet.

Pre-Acquisition Transactions

In accordance with Securities and Exchange Commission Staff Accounting Bulletin 1-B, Allocation of Expenses and
Related Disclosure in Financial Statements of Subsidiaries, Divisions or Lesser Business Components of Another Entity, the
Combined Financial Statements include an allocation of TOC corporate expenses. The nature of these costs relate to the
office of the chief executive and chief financial officers, internal and external audit fees, treasury, investor relations, strategic
sourcing and risk management. Such costs were allocated to Thomson Learning based on its revenue in proportion to the
total revenue of TOC. The amounts allocated to Thomson Learning for the period July 1 to July 4, 2007, six months ended
June 30, 2007 and the years ended December 31, 2006 and 2005 were $0.8, $25.3, $47.7, and $41.0 respectively. Such
amounts were selling, general & administrative in nature and are included in “Allocation of management costs from TOC” on
the Combined Statements of Operations.

Thomson Learning generated revenue from related parties of $4.9, $11.5 and $11.4 during the six months ended June
30, 2007 and the years ended December 31, 2006 and 2005, respectively.

19. COMMITMENTS, CONTINGENCIES AND GUARANTEES
Claims and Legal Actions

From time to time we may be involved in a variety of claims, lawsuits, investigations and proceedings concerning
intellectual property law, employment law and the Employee Retirement Income Security Act which may arise in the
ordinary course of our business. We determine whether a loss from a contingency should be accrued by assessing whether a
loss is deemed probable and can be reasonably estimated. We assess our potential liability by analyzing our litigation and
regulatory matters using available information and develop our views on estimated losses in consultation with outside
counsel handling our defense in these matters. Should developments in any of these matters cause a change in our
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determination as to an unfavorable outcome and result in the need to recognize a material accrual, or should any of these
matters result in a final adverse judgment or be settled for significant amounts, they could have a material adverse effect on
our results of operations, cash flows and financial position in the period or periods in which such change in determination,
judgment or settlement occurs.

Laney v. Dow Jones & Co. (including as a defendant the Gale Group, Inc. (“Gale”; Gerald Posner v. Gale Group, Inc
(including Gale as a defendant); and The Authors Guild, Inc. v.The Dialog Corp. (including Gale as a defendant). These
three related cases were filed in August and September 2000. In each, a number of individual freelance writers allege that
they are the authors of certain articles previously published in printed periodicals that were republished by defendants in
electronic form without the plaintiffs” authorization and in violation of the U.S. Copyright Act. Each case is styled as a
putative class action and seeks to assert claims on behalf of all similarly-situated freelance writers. Upon plaintiffs’ motion,
the Multidistrict Panel consolidated all of the cases in the Southern District of New York under the caption In Re Literary
Works in Electronic Databases Copyright Litigation.

In June 2001, the Supreme Court of the U.S. ruled in favor of freelance writers in a similar case, Tasini v. The New York
Times, and held in effect that electronic republication of individual articles, absent a contractual grant, may constitute
copyright infringement. On January 29, 2003, the parties reached an industry-wide agreement in principle to settle each of
these actions. A final class settlement was approved which, subject to a limited number of removals that had already been
implemented, permitted us to publish all of the allegedly infringed freelance content.

Subsequent to the approval of the settlement by the district court, certain objectors filed an appeal in the U.S. Court of
Appeals for the Second Circuit. As a result of the appeal, the class settlement was vacated and remanded back to the District
Court by the Second Circuit holding that there was no jurisdiction over a substantial number of the class who did not have
registered works. The Second Circuit denied a petition for en banc review on April 15, 2008. A petition for Certiorari was
filed with the U.S. Supreme Court on July 22, 2008. Based upon the stage of proceedings, it is not possible to reasonably
estimate the amount of loss or range of probable loss that might result from an adverse judgment or settlement of this matter.

Heather Robertson v. The Thomson Corp., Thomson Canada Ltd., Thomson Affiliates, Information Access Co. and Bell
Globemedia Publishing Inc. (“Robertson 1”). The Robertson I action was certified as a class action in 1999. The class
includes all persons who were the authors or creators of literary or original artistic works published in Canada in any print
media that were electronically republished by the defendants on or after April 24, 1979, which the plaintiffs claim constitutes
an infringement of their rights under the Canadian Copyright Act. The named plaintiff moved for partial summary judgment
for aspects of the claims relating to works first published in The Globe and Mail in May 2001. The Ontario Superior Court of
Justice rendered a decision on October 3, 2001, refusing partial summary judgment and refusing the injunction claimed. The
court made declarations of law on a number of common issues. The court stated further that it required a trial to determine
whether The Globe and Mail had, over the years, acquired implied rights from freelancers to archive and make available the
written contents of the newspaper on electronic databases and CD-ROM. The plaintiff appealed certain of the declarations of
law and the defendants cross-appealed certain declarations of law. The appeal and cross-appeal were dismissed by the Court
of Appeal in October 2004. The Supreme Court of Canada in October 2006 dismissed the plaintiffs’ appeal in its entirety and
allowed the defendants’ cross-appeal as it related to CD-ROMs, but dismissed the appeal as it related to electronic databases.
The parties are involved in discussions regarding possible settlement, and in addition, are discussing time tables for litigation
in case the settlement discussions are not successful.

Any loss incurred in the Robertson action is reimbursable by primary and excess insurance policies applicable to our
costs of defense and potential liability, although the precise extent of our primary coverage is in dispute. Based upon the
stage of proceedings, it is not possible to reasonably estimate the amount of loss or range of probable loss that might result
from an adverse judgment or settlement of this matter.
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Leases

We lease certain facilities and other operating equipment under non-cancelable operating lease arrangements expiring at
various dates through 2091. Future minimum lease payments under these leases were as follows:

Years Ending June 30,

2009 $ 21.2
2010 19.4
2011 18.5
2012 12.7
2013 8.1
thereafter 30.3

$ 110.2

Rent expense was approximately $29.4 for the period from July 5, 2007 to June 30, 2008 and $14.3, $30.8 and $28.1 for
the six months ended June 30, 2007 and the years ended December 31, 2006 and 2005, respectively.

Other Commitments

As of June 30, 2008, we had approximately $26.7 of outstanding purchase commitments which are not recorded in the
Financial Statements. Such agreements were entered into with third parties for commitments to purchase or license content
to be used in our educational products and for royalty guarantees derived from minimum usage requirements in agreements
with content providers.

The committed purchase amounts by year are as follows:

Year Ending June 30

2009 $ 12.7
2010 7.6
2011 2.0
2012 14
2013 15
thereafter 15
$ 26.7

Guarantees

Under our standard terms and conditions of sale, we warrant ownership of our products and provide certain warranties
and indemnifications in relation thereto. We are not aware of any instances that would result in payments being made as a
result of these warranties and indemnifications, and therefore, no reserve has been recorded in the Financial Statements in
relation thereto.

20. SEGMENT INFORMATION

We historically operated in three reportable segments worldwide: Domestic Higher Education, Domestic Library
Reference and International. On October 1, 2007, we restructured our operations into the following three reportable
segments: Academic & Professional, Gale and International. Such segments are strategic business groups that offer products
and services to target markets and reflect the manner in which the chief operating decision maker of the Successor entity
regularly reviews the operating results of the business and makes decisions about resources to be allocated. Prior period
segment data has been restated to conform to this presentation. The accounting policies applied by the segments are the same
as those applied by the Company. All transactions between reportable segments are eliminated upon consolidation or
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combination and are reflected in the “Corporate and other” reporting line item. Our segments are:

Academic & Professional. The Academic & Professional segment provides higher-education textbooks and tailored
learning solutions, including digital educational materials, for students, faculty, institutions and professionals in the U.S. and
Latin America.

Gale. The Gale segment is a provider of authoritative reference and educational content for libraries, schools, and
businesses. With its reference content, Gale creates and maintains databases that are published online, in print and in
microfilm.

International. The International segment sells our U.S. textbooks into international markets; adapts U.S. textbooks for
various international markets; publishes and sells textbooks by non-U.S. authors; and provides learning solutions in various
formats to individuals and businesses located outside the U.S. and Latin America, as well as English language teaching
products sold globally, including the U.S. market. This reportable segment constitutes an aggregation of various operating
segments which have similar economic characteristics and individually do not exceed 10% of our consolidated revenue or
segment operating profit.

We disclose information about our reportable segments based on the measures we use in assessing the performance of
those reportable segments. We use “Segment operating profit” to measure the operating performance of our segments. In
June 2008, we modified this measure to represent operating income (loss) before the amortization and impairment of
identifiable intangible assets, depreciation, amortization of pre-publication costs, impairment of goodwill and the allocation
of corporate management costs from TOC (Predecessor).

Segment operating profit does not have any standardized meaning prescribed by GAAP. Total asset information by
segment is not shown because it is not provided to or reviewed by the chief operating decision maker.

Select financial information for our segments is as follows:

Successor

Amortization of Segment

Pre-publication Operating
Period July 5, 2007 to June 30, 2008 Revenues Costs Depreciation Profit (Loss)
Academic & Professional $ 11353 % 846 % 101  $ 456.8
Gale 312.9 334 12.7 139.9
International 250.6 12.7 3.8 38.7
Segment totals 1,698.8 130.7 26.6 635.4
Corporate and other 6.7 - 32.7 (46.6)
Total $ 1,7055  $ 130.7  $ 593 § 588.8

Revenues for the period from July 5, 2007 to June 30, 2008 include inter-segment revenues of $1.6, $3.3, $0.7 and $4.5
recorded by Academic & Professional, Gale, International and Corporate and other, respectively.

Predecessor

Amortization of Segment

Pre-publication Operating
Period July 1, 2007 to July 4, 2007 Revenues Costs Depreciation Profit (Loss)
Academic & Professional $ 146  $ 08 % 01 % 7.5
Gale 1.4 - 0.1 0.1)
International 1.8 0.1 - (0.3)
Segment totals 17.8 0.9 0.2 7.1
Corporate and other 0.1 - 0.5 (1.6)
Total $ 179  $ 09 § 07 $ 5.5

Inter-segment revenues for the period July 1 to July 4, 2007 were not material.
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Predecessor

Amortization of Segment

Pre-publication Operating
Six Months Ended June 30, 2007 Revenues Costs Depreciation Profit (Loss)
Academic & Professional $ 2910 % 263 % 63 3 115
Gale 148.5 14.9 6.5 62.6
International 90.1 5.1 1.7 (4.9)
Segment totals 529.6 46.3 145 69.2
Corporate and other 10.8 - 15.5 (47.9)
Total $ 5404  $ 463  $ 300 $ 21.3

Revenues for the six months ended June 30, 2007 include inter-segment revenues of $1.1, $1.6, $0.2 and $1.9 recorded
by Academic & Professional, Gale, International and Corporate and other, respectively.

Predecessor

Amortization of Segment

Pre-publication Operating
Year Ended December 31, 2006 Revenues Costs Depreciation Profit (Loss)
Academic & Professional $ 1,031.1 $ 83.7 $ 7.4 $ 385.0
Gale 322.4 30.4 14.1 139.3
International 211.5 9.5 2.5 24.6
Segment totals 1,565.0 123.6 24.0 548.9
Corporate and other 21.7 - 29.4 (31.8)
Total $ 1,586.7 $ 1236  $ 534 % 517.1

Revenues for the year ended December 31, 2006 include inter-segment revenues of $1.0, $3.5, $0.7 and $3.9 recorded
by Academic & Professional, Gale, International and Corporate and other, respectively.

Predecessor

Amortization of Segment

Pre-publication Operating
Year Ended December 31, 2005 Revenues Costs Depreciation Profit (Loss)
Academic & Professional $ 9754 % 829 % 9.7 % 360.0
Gale 309.5 29.0 135 124.8
International 203.8 7.1 2.3 37.1
Segment totals 1,488.7 119.0 25.5 521.9
Corporate and other 21.0 - 22.1 (37.5)
Total $ 15097 $ 1190 $ 476  $ 484.4

Revenues for the year ended December 31, 2005 include inter-segment revenues of $0.6, $3.3, $0.2 and $3.3 recorded
by Academic & Professional, Gale, International and Corporate and other, respectively.
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The following table reconciles segment operating profit per the business segment information to operating income (loss)
per the Consolidated and Combined Statements of Operations:

Successor Predecessor
Period Period
July 5, 2007 to | July 1, 2007 to
June 30, 2008 July 4, 2007
Segment operating profit $ 588.8 $ 55
Less:
Amortization of pre-publication costs (130.7) 0.9)
Allocation of management costs from TOC - (0.8)
Depreciation (59.3) 0.7)
Amortization and impairment of identifiable intangible assets (212.7) (0.3
Impairment of goodwill (39.2) -
Operating income from continuing operations $ 146.9 $ 2.8
Predecessor
Six Months Years Ended
Ended December 31,
June 30, 2007 2006 2005
Segment operating profit $ 21.3 $ 517.1 $ 484.4
Less:
Amortization of pre-publication costs (46.3) (123.6) (119.0)
Allocation of management costs from TOC (25.3) 47.7) (41.0)
Depreciation (30.0) (53.4) (47.6)
Amortization and impairment of identifiable intangible assets (20.4) (43.3) (39.1)
Operating (loss) income from continuing operations $ (100.7) $ 249.1 $ 237.7

Geographic Information

We have business operations throughout the world. The following table contains revenue and long-lived assets
information by country of origin:

Successor Predecessor
Period As of Period As of
July 5, 2007 to June 30, July 1 to July 4,
June 30, 2008 2008 July 4, 2007 2007
Long-
lived Long-lived
Revenue Assets Revenue Assets
United States of America $ 1,434.7  $3,527.1 $ 160 $ -
Rest of world 270.8 294.0 1.9 -
Total $ 1,705.5 $3,821.1 $ 179 $ -
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Predecessor
Six Months As of Year Ended As of Year Ended As of
Ended June 30, June 30, December 31, December 31,  December 31, December 31,
2007 2007 2006 2006 2005 2005
Long-
lived Long-lived Long-lived
Revenue Assets Revenue Assets Revenue Assets
$ 445.2 $ 870.6 $ 1,362.0 $ 8650 $ 1,299.7 $ 923.4
95.2 80.2 224.7 79.9 210.0 58.1
$ 540.4 _$ 950.8 $ 15867 % 9449 $ 15097 $ 981.5

Long-lived assets are comprised of property, equipment and capitalized software for internal use, pre-publication costs
and identifiable intangible assets.

21. SUBSEQUENT EVENTS

In July 2008, we acquired Gatlin Education Services (“Gatlin), a leading partner to colleges and universities delivering
online continuing education certificate programs to adult learners. Gatlin will be integrated into our Education To Go
(ed2go) business, which will expand service in the e-learning market, simplifying the delivery of digital education solutions
to a growing audience with more selection and functionality. The net assets and results of operations of Gatlin Education
will be included as part of our Academic & Professional segment.

Also in July and September 2008, we purchased and retired $12.1 and $32.0, respectively, of the Senior Bridge Loan
Facility (See Note 11, “Debt and Capital Lease Obligation™) that resulted in a gain of $10.6 to be recognized in the first

quarter of fiscal 20009.

In August 2008, we completed the sale of our local language academic business located in Spain (See Note 4,
“Discontinued Operations”).
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Successor Predecessor
Period Period Six Months
July 5,2007 to  July 1,2007to  Ended Years Ended
June 30, July 4, June 30, December 31,
2008 2007 2007 2006 2005 2004
Fixed Charges
Interest expense $ 559.1 $ - $ 118 3 416  $ 931 $ 76.5
Portion of rental expense which
represents interest factor 9.7 - 4.7 10.1 9.3 9.2
Total fixed charges $ 568.8 $ - $ 165 8 517 $ 1024 3 85.7
Earnings available for fixed charges
Earnings® $ (4044 $ 28 $ (1125) $ 2088 $ 1446 $ 1571
Add fixed charges 568.8 - 16.5 51.7 102.4 85.7

Total earnings available for fixed charges $ 164.4 $ 28 $  (96.00) 3 2605 $ 2470 3% 242.8

Ratio of earnings to fixed charges ® . - - 5.0 2.4 2.8

@ Earnings comprise pre-tax (loss) income from continuing operations before adjustments for equity losses of investees, net
of taxes.

@ For purposes of calculating the ratio of earnings to fixed charges, earnings consist of income before income taxes plus
fixed charges. Fixed charges include: interest expense, whether expensed or capitalized, amortization of debt issuance cost
and the portion of rental expense representative of the interest factor. Our earnings calculated in accordance with U.S.
GAAP were inadequate to cover fixed charges for the period from July 5, 2007 to June 30 2008 and the six months ended
June 30, 2007 by $973.2 and $129.0, respectively.
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Pricewater houseCoopersLLP
PricewaterhouseCoopers Center
300 Madison Avenue

New York NY 10017
Telephone (646) 471-3000
Facsimile (813) 286 6000

Report of Independent Auditors
On
Financial Statement Schedule

To the Board of Directors and partners of Cengage Learning Holdings 1l L.P.:

Our audit of the consolidated financial statements referred to in our report dated September 22, 2008 appearing in the Annual
Report as of June 30, 2008 and for the period from July 5, 2007 to June 30, 2008 of Cengage Learning Holdings Il L.P and
its subsidiaries (the " Successor") (which report and consolidated financial statements are included in this Annual Report) also
included an audit of the financial statement schedule listed as "Valuation and Qualifying Accounts' in this Annual Report. In
our opinion, this financial statement schedule presents fairly, in al material respects, the information set forth therein when
read in conjunction with the related consolidated financial statements.

September 22, 2008
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Pricewater houseCoopersLLP
PricewaterhouseCoopers Center
300 Madison Avenue

New York NY 10017
Telephone (646) 471-3000
Facsimile (813) 286 6000

Report of Independent Auditors
On
Financial Statement Schedule

To the Board of Directors and management of Cengage Learning Holdings 11 L.P. (successor to Thomson Learning, a
combination of certain assets and liabilities of Thomson Reuters Corporation, formerly The Thomson Corporation):

Our audits of the combined financial statements referred to in our report dated September 22, 2008 appearing in the Annual
Report as of June 30, 2007 and for the period from July 1, 2007 to July 4, 2007, the six months period ended June 30, 2007
and each of the two yearsin the period ended December 31, 2006 of Cengage Learning Holdings 11 L.P and its subsidiaries
(successor to Thomson Learning, a combination of certain assets and liabilities of Thomson Reuters Corporation, formerly
The Thomson Corporation) (the " Predecessor") (which report and combined financial statements are included in this Annual
Report) also included an audit of the financial statement schedule listed as"Valuation and Qualifying Accounts' in this
Annual Report. Inour opinion, thisfinancial statement schedule presentsfairly, in all material respects, the information set
forth therein when read in conjunction with the related combined financial statements.

September 22, 2008
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Additons

Balances at Charge to Charge to

Beginning of Costs and Other Balances at
Description Period Expenses Accounts Write Off Translation  End of Period
Successor
For the Period July 5, 2007 to June 30, 2008
Allowance for doubtful accounts $ - $ 10.2 $ - $ - $ 0.7 $ 10.9
Sales return reserves 88.0 310.7 10.6 (312.3) 1.6 98.6
Inventory obsolescence reserves - (28.4) - - 1.0 (27.4)
Deferred tax valuation allowance - 107.7 112.1 - 11 220.9
Predecessor
For the Period July 1, 2007 to July 4, 2007
Allowance for doubtful accounts $ 27.9 $ 1.7 $ - $ - $ - $ 29.6
Sales return reserves 85.2 2.8 - - - 88.0
Inventory obsolescence reserves 60.9 0.7 - - - 61.6
Deferred tax valuation allowance 8.6 - - - - 8.6
Six Months Ended June 30, 2007
Allowance for doubtful accounts $ 22.9 $ 7.4 $ - $ (3.5) $ 11 $ 27.9
Sales return reserves 171.7 81.3 (3.1) (165.0) 0.3 85.2
Inventory obsolescence reserves 63.0 7.8 - (10.1) 0.2 60.9
Deferred tax valuation allowance 3.8 15 3.3 - - 8.6
Year Ended December 31, 2006
Allowance for doubtful accounts $ 28.3 $ 6.8 $ - $ (136) % 14 $ 229
Sales return reserves 169.8 288.5 5.7 (292.9) 0.6 171.7
Inventory obsolescence reserves 59.7 18.5 (15.5) 0.3 63.0
Deferred tax valuation allowance 23 0.8 - - 0.7 3.8
Year Ended December 31, 2005
Allowance for doubtful accounts $ 25.1 $ 7.9 $ - $ 37 % (100 $ 28.3
Sales return reserves 165.4 276.3 - (271.4) (0.5) 169.8
Inventory obsolescence reserves 62.3 19.7 - (22.0) (0.3) 59.7
Deferred tax valuation allowance 3.0 (0.6) - - (0.1) 2.3
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