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Financial Review

KEY PERFORMANCE INDICATORS

“The Group’s board uses a range of performance measures to momtor and manage the busmess Cerrain of these
measures are IMPOTANt 1N Measuring Our progress i Lrearing shareholder value and are considered key performance
indiwators (KPls) The KPls measure past performance and also provide informarion to allow us to manage the
business into the furure and comprise sales and operaung profit, before amornzatton of non-current mrangibles and
non-recurring 1tems, by business segment, interest cover, adjusted dilured earmings per share and net debt KPIs for
2006, together with comparatives, are set out 1n the table below

2005
2006 Restared
LO00 £000
Sales Co-edition Publishing 38,407 37,055
Publishing 55,206 57,983
93,613 95,038
Operaung profit before amortization of non-current intangibles and non-recurring 1rems
Co-edition Publishing 5,277 4,549
Publishing 5,245 5,318
Operaung profit before amoruzation of noa-current intangibles,
non-recurring items and group overheads 10,522 9,867
Interest cover, based on operanng profit before
amottization of non-current intangibles and non-recurring 1tems 416 x 401 x
Adjusted diluted carminps per share 22 5p 21 3p
L000 £000
Net debt 30,992 35,100

Co-edition Publishing sales increased by 4%, benefitng from a strong repring performance Reprints accounted
for 70% of sales compared to 66% last year, confirming that we have a very valuable backhist and that our
business model 15 working effectively Publishing sales were down 5% 1his segment operates enurely 1n
Enghsh-language markets and suffered, in parnicular, from a difficult trading envireament in the United States

The operanng profit margin, before amortizaton of non-current intangibles and non-recurning items, in the Co-
edinion Pubbishing segment was 13 7%, a good advance on last year, when 1t was 12 3%, sttmulated by the strong
reprint performance The operanng profit margin in Publishing was 9 5%, up slightly from last year, when it was
9 29, We are now close to our 10% operanng profit margn targee for this business segment

Interest cover has improved from 4 01 ttmes to 4 16 nmes, an wncrease of 4%
Adjusted diluted earmings per share has increased by 6% from 21 3p ro 22 5p

Net debr was £4,108,000 lower than last year Overall, our cash generation was good and this was helped bya
favourable currency movement On a constant currency basis, net debt was £2,329,000 lower than last year

PRIOR PEREOD ADJUSTMENT

In the current year there 1s prior period adjustment relanng to non-comphance with IAS 38 The Group's pre-
publication ¢osts meet all the critena ser oue i 1AS 38 and therefore these costs should have been capitahsed as
development expenditure, on the imitial adoption of IFRS last year The financial statements have been restated o
reflect thus The effect of the restatement en these linancial statements ts summarised 1n note 27
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Financial Review

1 rom an income statement purspective, the impact of changing our policy was nor significant because we had used a
consistent acounnng policy previously, and expenditure now written back and capitalised 15 not matenally different from
the amortization charge under the new policy By way of illuseranion, adjusted dilured earnmings per share increased by 0 9p
{4%), compared to 0 5p {2%) last year From a balance sheet perspective, however, the unpact was sigmficant, increasing
net assets by £7,848,000 at December 31, 2006 The benefits of the new policy are that we are recognising the valuable
intangible assers that we are creaning and that it allows for berter comparison with ocur peer companies within the industry

SHAREHOLDER RETURN
Adjusted fully diluced earnings per share {see note 10 on page 62} were 22 5p (2005 21 3p), up 6%

The proposed final dividend of 3 75p represents an increase of 4% on last year’s final dividend The rotal dividend
for the vear 15 6 75p, an increase of 4% on last year The total dividend 15 3 3 umes covered (2005 3 3 ames) by
adjusted fully diluted earnings per share

‘The market pnice of the shares of common stoch on December 31, 2006 was 178 Sp, down 4% compared to last
year (185 Sp)

Quarro’s common stock has generated a very strong rotal shareholder return over the five years ended December 31,
2006 of 221% Over the same peniod, Quarto’s common stock has significantly outpecformed the FTSE small cap
index and the med:a secror

PRINCIPAL RISKS AND UNCERTAINTIES FACING THE GROUP

The Group's borrowings, liguidity, interess rate and toreign exchange exposures and banking relanonships are
managed at Group level The following policies have been applied during the year ro manage the financial risks faced
by the Group with regard to funding and hqwdity, interest rate exposure and currency rate exposures

. Liguidaty fisk, the Group prepares an annuak cash flow forecast which ts reviewed by the Board covering the
next twilve months This forecast ts reviewed in the light of the facilites available to the Group to ensure thar
we have adequate liquidiry The Directors, having made enquiries, consider that the Group will have adequare
resources for the foreseeable furure

. Interese rate rish, 1n order to protect the Group from increases in US$ interest rates, while still allowmg it co
take advantage of lower potential interest piyments from a fall in rates, we entered 1nto an interest rate swap
1n 2004 to fix the interest cost on U5$30,000,000 of borrowings une! July 17, 2007

. Currency rate exposure, the Group’s principal operating currency 1s the US dollar Approxumately ewo thirds of our
sales are denomunared 1 US dollars and a greater percentage of our (xpenditure At Group leve! we try to match
our annual US dollar receipts and payments in order to mutigate the impact chat exchange rate fluctuations, with
regards to the US dollar, have on our results In 2006, we had ner US dallar income The following table sets out

the principal average rates of exchange used in translaning the results of our overseas subsidiaries

2006 2005
US Dollar 184 182
Hong kong Dollar 14 32 14 14
Australian Dollar 245 239

Operationally, the Group has built up sirong relationships with 1ts customers bur, 1t 15 not over rebant on any one
customer In terms of product, we are not rehant on any one product or group of products None of our utles
accounted for more than 1% of group revenues in 2006

FINANCIAL REPORTING

We have very tight reporung deadlines so that we can focus on runmng the bustness This requires considerable
comnucment and hard work from my staff and 1 would like o thank them all for their hard work, uastineing support
and loyalty We have had an extcemely busy year and, at umes T have asked a lot from my staff, but they connnue to
produce the goods

M ] Mousley ‘Qb

Chief Financial Officer
March 7, 2007
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Directors’ Report
p

I he Directors present their report and the audited financial statements of Lhe Quarto Group, Inc, for the year ended
December 31, 2006

PRINCIPAL ACTIVITIES

The Group conducts an international business whose principal activity 1s as a publisher of lustrated non-fiction
books m co-edition and under its own umprint, for both adults and children A derailed review of the development of
the business of the Group 1> given 1n the Charrman's Report on pages 3 1o 9 and the Review of Operations on pages
10 10 23 A review of the business of the Group 1s set out in the kinancial review on pages 27 1o 28 Lhe prinaipal
risks and uncertainties factng the Group are discussed 1n the Financial Review

RESULTS AND DIVIDENDS

The profit for the year after taxation and munority taterests amounted to £2,800,000 (2005 restated £2,615,000)
The Directors propose a final erdinary dvidend of 3 75p {2005 3 6p) per share subject to approval at the Annual
General Meeting

DIRECTORS
The Directors of the Company, who served as Directors throughout the year, were as follows

L F QOrbach

R | Morley

M ] Mousley

P Campbell (Non-executive)
P Waine {Non-exeturive)

1 Collins {Non-executive)

Previously an academuc tn New York, Laurence Orbach, Chairman and Chief Executive had some publishing
experience before founding Quarto in 1976 logether with his role as Chairman and Chief Lxecutive, he 1s also
responsible for Group Strategy

Robert Morley, C reative Director, traned as a designer, and was magazine are director for the Sunday Telegraph
between 1967 and 1970 Before co-founding Quarto, he spent some ume with Reader’s Digest and IPC Part Works,

amongst others

Mick Mousley, Group I inance Director, B S¢, A C A, worked for 12 years at Delowte Haskins & Sells {now patt of
PriceWaterhouseCoopers), the last two years of which were as a senior manager in the Mergers and Acquisitions
Depacement  He joned Quarto in 1987, and was appownted Finance Director n 1389

Educated at Fron College, Peter Campbell starced his business career with the Booker Group, holding a number of
markenng posictons 1n their Uniced Rum Merchants subsidiary  From 1972 to 1982 he was with the Ocean Group,
untially on the sales and markeung side, and from 1987 to 1983, he was the General Manager, UK Operations, for
the MSAS subsidiary, with responsibilicy for 27 locations and 800 staff  Smce 1982 he has been wvolved in
managemene trainng and development

Peter Waine has a wide corporate experience gamed as a result of holding execunve and non-execuuve Direcrorships
in a variety of different sectors and with compames hoth public and privare, up to £1 bilhon turnover The
organsations he has worked for include GEC, Coopers 8 Lybrand, WR Royle, and the CBI He 1s the co-founder
of Hanson Green, the prinaipal source for non-executive appointments i the UK He 15 also a Visiung Professor at
both Cass and Warwick Business Schools

Letgh Collins has been a stockbroker since 1970 and was a director of Collins Stewart Linuted, of which he was a
founding director 1 1991, unul 2000

None of the Directors has a service agreement of more than one year’s duraton |

Save as disclosed i Note 33, no Director has had a martenal interest in any contract of sipnificance with the company 2 9
or its subsidianies duning cthe year
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DIRECTORS' INTERESTS
The Directors who held office ar December 31, 2006 had the following interests in the share capueal of the Company

Number of US$0 10 shares of common stock

SHAREHCLDING December 31, 2006 January 1, 2006
L F Orbach* 2,909,185 2,886,385
R ] Morley 1,402,852 1,402,852
M ] Mousley 71,700 51,700
L Collins {Non-executive) 337,650 317,650
P Campbell (Non-executive) 1,000 1,000

P Waine (Non-executive) - -
Detauls of the Directors’ oprions are given in the Directors’ Remuneranion Report on page 35
2 678,413 shares 1n which L. F Orbach 15 interested are owned through hus famuly trusts

During the year the marker price of the shares of common stock ranged between 164 5p and 201 0p  The market
price at December 3t, 2006 was 178 5p

Borween December 31, 2006 and March 7, 2007 there have been no changes i the interests of the Directors

EMPLOYEES

Appliations for employment of disabled persons are always fully considered, bearing m mund che aptitudes of the
apphcant concerned In the evenr of staff becorming disabled, every effort 1s made to ensure that their employment
with the group continues and that appropriate tramng 1s arranged 1t 15 the policy of the group that the trammg,
career development and promotion of dusabled persons should, as far as possible, be idenucal with that of other
employees

The group places considerable value on the mvolvement of its employees and has continued s pracace of keeping
them informed on matrers affecting them as employees and on the various factors affecnng the performance of the
group This 1s achieved through formal and mformat meetings  Fmployees are consulted regularly on a wide 1ange
of matters affectng thewr current and future incerests



SUBSTANTIAL SHAREHOLDERS
As ar March 7, 2007, the latest pracncable date prior to the publicauion of this report, the Directors have been adwised of
the following shareholders who have an mterest of 3% or more in the shares of common stock of the company

Number of US30 10

Shares of common stock Percentage
] O Hambro Capital Management 4,146,082 20 3%
L I Ocbach 2,909,185 14 2%
Herald Investment Trust 1,735,000 8 5%
R ] Morley 1,402,852 6 9%
Invesco English & International Trust 1,190,000 58%
The Quarto Group, Inc 823,321 4 0%
Ennismore Fund Management 810,000 4 0%
Cavendish Assct Management 772,500 38%
Latrice Group Pension Scheme 734,882 3 6%
Liontrust 693,348 3} 4%

GOING COMNCERN BASIS

After making enquiries, the Durectors have formed a judgement, at the nme of approving the financial statements,
that there 1s a reasonable expectation that the group has adequate resources to conunue mn operational existence for
the foresecable future Vor this reason the Dircctors continue to adopt the going concern basis mn preparing the

finanuial statements

RISK MANAGEMENT STRATEGY
The Group 1s exposed 1o 1 number of principal risks and uncertainties The Group's frnancial nsk management
strategy 1s set our on page 28 of the Financial Review and in Note 17 Operacional risks are set out on page 28 of

the linanual Review

CORPORATE GOVERNANCE
The Directors have reviewed the governance arrangements of The Quarto Group, Inc in the context of the
Combined Code, revised 1n July 2003 The principles of the code have been applied as follows

a) The Board of Directors represents the shareholders’ interests in maintatning and growing a successful business
includmg optimising consistent long-term financial ruturns

b}  The Board comprises of three executive Directors and three non-executive Directors  Fhe non-executive Directors,
P Camplxll, P Wame and L Collins are considered by the Board to be independent, not withstanding the face that
P Campbell recewves £15,000 for consultng fees and has 1,000 shares and thar 1 Collins has 337,650 shares

<) The Board meets six imes a year Each of the Directors attended all of the meeungs held duning the year A
formal agenda 15 prepared for each meeung and all board papers and information are circulaied ra the Board
forry-eight hours before the meeungs

d) All of the Directors are subject to re-elecuion by the sharcholders at the Annual General Meeting

e) The remuneration of the execuuve Directors 1s recommended by the Remuneration Commueee  [he
Remuneranon of non-executve directors 15 deterrmned by the Board as a whole A separate report with
respect to Directors” remuneration 15 included on page 34 The Commuttee, which meets ewice a year, does not
have formal written terms of reference

f) The Chatrman and the Finance Director are responstble for investor relatons  They meet with major
shareholders during the course of the year to ensure that they develop an understanding of their views, which
are communicated to the rest of the Board at Board Meetungs ['he non-execunve Directors meet with major
shareholders from ame to time Shareholders are invited ro attend cthe Annual Meenng at least twenty working
days i advance of that meeting The Chairman of the Audit and Remunerauon Commuttee, P Waine, who 1s
also cthe Semor Independent Director, attends this meeting

g The Audit Commurtee, comprising P Camphell, P Wame and 1. Collins, 15 chaired by Peter Waine and meets
with the independenr audirors at least twice a year L Collins provides the Comnurtee with financial experience
The Commuttee regularly review at Board level the financial back up and faciliuies available at Head Office, as the
Group continues to expand ‘1he Commuttee has formal written terms of reference 1he Comnutree monitors the

The Quartn Croup. Ine. Annual Report 2006
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level of non-audit fees paid 1o the audrtors to cnsure thar thewr objectivity 15 safegnarded

h)  The non-execunive Directors meet to discuss the executive Directors wich the Chairman present and alse meet
with the execunve Directors withour the Chawman presens, in order to evaluate the performances of the Board

1) Quarto has arranged appropriate insurance cover in respect of legal action aganse the Directors

1} All Directors have access to the advice and services of the Company Secretary

k}  Alt of the non-executive Directors attended all of the Audic Commuttee and Remuneration Commuttee meetings
held during the year

The Group has complied throughout the year with the provisions set ot i Secaon 1 of the 2003 FRC Code, apart
from those listed below Where non-compliance ts reported, this 1s because, 1n the opimion of the Board, it 15 not
appropriate to change current practice due to the s17¢ and consuunion of the Board  The provisions of the Combined
Code not complied with are as follows

a}  The Charrman of the Company 15 also the Chief Lxecunve

b) A formal schedule of marters spectfically reserved for the Board 1s not required, since the Board forms the
executive management of che Group

¢} The Company does not have any formal arrangements for Directors, 1n the furtherance of their duties to rake
independent professional advice

d)  The Remuneration Commucree conststs of three ndependent non-executive Directors, but, v does not have

responsibility for the remuneration of semor management below the main Board fevel

¢) Performance related bonuses are not normally given
f} There are no terms of reference for the Remuneranon Committee
g} The Company does not have a Nominations Committee  The Board as 1 whole s responsible for the

appowntment of its own members
h) The Group does not have formal “whistleblowing™ procedures However, the structure 1s flat and the line of
commutucation 1s short  In addition, the Executive Board and the fmance deparanent carry out several visits

per year to individual operatng units

The Board will continue to review 1ts corporate governance arrangement, wn the highe of the Combined Code, as the
Group devetops and grows, and, in particular will review those provisions of the Combined Code thar are not

complied with currencly

INTERNAL CONTROLS

Ihe Board 15 responsible for the Group’s system of mternal conerol and for reviewing us effecuveness  llowever, such
a system 15 designed to manage rather than chiminate the risk of failure to achieve business objectives and can provide
only reasonable and not absolure assurance agamst material musstatement or loss The main elements of the internal

conteol system are

a) The results of individual operating umts are reported monthly and reviewed by the Board at 1ts six board
meetings a year

b}  The management reports of each operating unu are catlored to suut the business and management needs of local
management Each operanng unut has s own performance indicators and these are regularly reviewed and assessed

c) In addition to the monthly reporning, individual operating unuts report certain management ntormanon more
trequently where tt 1s considered appropriate

d) All operating units repore their bank balances twice weekly and a report 1s produced summarising the Group
position

¢) The Board and the finance department make frequent visits to all operating unies  These visus include a review
of the internal control system

fy All operating uruts prepare annual budgets and cash flow forecasts which are reviewed by the Board
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1he Combined Code introduced a requirement thar the Directors review the effectiveness of the Group’s system of
iternal controls, to cover all conteols ncluding financial, operational, complance, and nisk managemenr  Following
publicanon of gwdance for the Directors, Internal Control Revised Guidance for Dirctors on the Combined Code
(the Turnbull guidance), the Board confirms that there 1s an ongomg process for, and an annual review covenng, the
dentificavion, evaluanon and management of the significant risks faced by the Group, that has been 1 place for the
year under review and up to the date of approval of the annual report and accounts and that thes process 15 regularly
reviewed by the Board and accords with the guidance  The process 1s carrid out through, inter aba

a) Group Board meetings

b} Quarterly subsidiary management meenngs

c) Presentations by subsidiary Chief Execunive officers to the Board

d)  Discussion and review by the Execunve Board and the finance department duning the several visits per year to
individual operatung umnts

e) Discussions with professionak advisors where appropriate

ALIDIT COMMITTEER
The durties of the Audit Commitee include

a) Monitor the integriry of financial statements and formal announcements
b} Review the Company’s internal financial controls

<) Make recommendarions 1 relation to the reappomntment and removal of the external auditor
d) Approve remuneration and terms of engagement of the external auditor
e) Review and monitor independence and objectvity of the external audicor

The Board has considered che need for an ternal audir function, but has resolved, that due to the size of the Group,
thus cannot be justified on the grounds of cost effectiveness at present

SUPPLIER PAYMENT POLICIES

The Group agrees terms and condions for it business transactions when orders for goods and services are placed,
ensunng that supplitrs are aware of the terms of payment and included the relevant terms i contracts where
appropriate These arrangements are adhered ro when making payments, subject to the terms and condinions being
met by the supplier At December 31, 2006, Group creditor days amounted to 97 days {2005 100 days)

The holding company does not have any trade creditors

DIRECTORS' STATEMENT

At the date of making this report, each of the Company’s Directors, as set out on page 26, confirm in following

a) So far as each Director i1s aware, there 1s no relevant informanon needed by the Company’s Auditors i connection
with preparing their report of which the Company’s Audirors are unaware, and

b) Each Director has taken all the steps thar he ought to have taken as a Darector 1n order to make himself aware of
any relevant information needed by the Company’s Auditors 1 connection with prepating their report and to
estabhsh that the Company’s Auditors are aware of that information

AUDITOR
Our independent auditor, RSM Robsen Rhodes LLP, 1s willing to continue in office and, accordingly, a resoluuon 1s
to be proposed at the annual general meeting for the reappointment of RSM Robson Rhodes 1 1 P as auditor to the

company

N

M ] Mousley
Secretary

March 7, 2007
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Directors’ Remuneration Report

INTRODUCTION

The remuneration commitree is responsible for making recommendations on behalf of the Board on the remuneration
policy with regard to the Company's execunive Directors It consists of the three non-execnuve Directors  The
remuneration committee 15 construted within the relevant provisions of Section B of the Combined Code 1n framuing

1ts remuneranon policy This report sets out the commuttee’s policy and disclosures on Director’s remuneration
palicy

UNAUDITED INFORMATION

REMUNERATION POLICY

Remuneration levels are set by reference to individual performance, expertence and market condinons with 1 view 1o
providing a pachage which s approprate for the responsibihties mvolved

An individual director’s performance 1s reviewed and assessed constantly throughout the year and speaifically at rwo
formal meetings of the remuneration commuttee each year This process includes consideration of the financial
results of the Group

The stated policy 1s expected to remam 1n place for the forchcoming year

COMPONENTS OF REMUNERATION
Bastc salaries are determined according 1o the compeutive market for executive directors, taking 1nto account thew
experience, contribution and performance  1his dutermination s carnied out mrernally

Bonuses and share options are awarded on a discrettonary basts i recogninon of individual performandes during the yeau

Options granted under the Company's Fxecutive Share Opuion Schemes are at market value at the date of grant and
exercisable berween a mimimum period of three years and a maxtmum period of seven years or ten years Opruions
are exercisable if there has been an increase in the Group’s earnings per share of at least 2% per annum above the
growth n the retail prices index over a pertod of three years

SERYICE AGREEMENTS

The executive Directors have service agreements which provide for 12 month’s notice by the Director or the
Company There are no provisions for compensation other than the notice period  As from 2004, the tndependent
non-executive Directors are engaged on annual rolling contracts  Their fees are reviewed by the Board

All of the Dnrectors stand for re-election annually at the Annual General Meeting of the Company

TOTAL SHAREHOLDER RETURN
The following graph charts the total sharcholder return of the Company for the last five years

The index selected for comparnison 1s the FTSE Mediz and Frrertamment index as this was considered to be a broad
representatton of the Company’s peer group 1n terms of us size and business
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AUDITED INFORMATION
DETAILS OF DIRECTORS REMUNERATION
The auditors are required to report on the information concaied n this section of the remuneration repert The

remuneranon in respect of each Director who served as a Director duning the year was as follows

TIYS7RASIC 2006 2005

NAME OF DIRECTOR SALARY BONLS BINTILTS TQEAT TOTAL
EQO<Y £00iy £000 €00 £000

L F Orbach 325 30 29 375 367
R ] Moiley 177 - 10 187 188
M | Mousley 175 25 4 204 208
P Campbell {Non-execunve) 42 - - 42 42
P Waine (Non-executeve) 30 - - 30 30
I. Collins {Non-executive) 27 - - 27 27
776 55 34 865 859

Benefits consist of benefits 1n kind in respect of healcth and lite insurance  The remunerauon of P Waine 1s £30,000
and for P Campbell and L Collins 1t 1s £27,000 for their ongoing roles as non-executive Directors  In addition, P
Campbell recerved £15,000 of consulung fees on an arm’s lengrh basis

Eadch of the execunive Directors has a defined contribution pension plan During the year contributions were made

as follows
2006 2005
£080 L0000
L F Orbach 84 89
R ] Morley 28 26
M J Mousley 30 30
140 145
SHARE OPTIONS
Detaus of share opuions of those Dircctors who served during the year aru as follows
At January Fxercised At December Exercise Earlest date Expiry
1, 2006 1N vear 31, 2006 price™® of exeruse Date
L F Orbach 10,000 10,000 - £1 115 2222003 2122007
R} Morley 5,000 - 5,000 £1 115 2222003 2122010
M ] Mousley 10,000 10,000 - £1115 2222003 2122010
5,000 5,000 - £0685 3132001 3032008
15,000 15,000 - £0 825 2332004 2832011
3,900 3,900 - £0775 2622005 2522012
11,100 11,100 - £0775 2622005 2522009
7,500 - 7,500 £0 83 14 2 2006 1322010
7,500 - 7,500 £163 3092007 299201t

* Market price at date of award

The following gans were made by Directors on the exeruise of share opnions in the current year {prior year Nil} LF
Orbach £6,700 and M ] Mousley £41,750 Details of the performance criteria of these options are given above under
Components of Remuneration The highest and lowest prices of the Company's shares during the year were 20t 0p and
164 5p respectively The price at the year end was 178 5p

Thus repore was approved by the Board of Direcrors on March 7, 2007

P Wame, Chairman of Remuneratton Commrttee

35
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Statement of directors’ responsibilities in respect of
the directors’ report and the financial statements

Lhe Company 1s icorporated in the State of Delaware, United States and 1s subject to the law of cthat state which
places no requirement for annual reporting to shareholders upon the directors  However, since the company has +
irsting on the London Stock Exchange and a place of business in the UK, the directors are reguired to prepare
financial statements which comply with certain provisions which are contained within che Listung Rules of the UK
Financial Senvices Authority (the Listing Rules) and UK companvy law for oversea companies

lhe company 1s an “oversea” company withun the meaning of the Compantes Act 1985 1 he direcrors have elected
to prepare the group finanual statements 1n accordance with [#RSs as adopted by the EU, and the parent company
financial statements 1n accordance with UK Accounang Standards

The directors have accepred responsibility for preparing group financial statements as required by IFRSs as adopted
by the LU which present fairly the financial position and the performance of the group, the Companies Act 1985
provides 1n relation to such finanaial statements that references 1n the relevant part of that Act to financal statements

giving a true and fair view are references to thew aclueving a fair presentation

The directors have accepted responsinhity for preparing parent company financial statements whech give a crue and
fair view of the state of aftairs of the parent company

In prepaning cach of the group and parent company financial statements, the directors have accepted responsibility to

. select suttable accounting policies and then apply them consistently,

. make judgments and evtiimates that are reasonable and prudent,

. for the group financial statements, state whether they have been prepared in accordance wich IFRSs a5 adopeed
by the EU,

. for the parent companv financial statements, state wherher applicable UK Accounnng Standards have been followed,

subject to any matenal departures disclosed and explained w1 the parent company financial statements, and
. prepare the financial statements on the going coneern basis unless 1t 15 inappropriate o presume that the group
and the parent company will conainue m business

The directors have accepted responsibility for keeping proper accountnng records that disclose with reasonable
accuracy ac any ame the financial position of the parent company and enable them to ensure thar its financial
statements comply with the relevant requirements of UK company law They have general responsibility for taking
such steps as are reasonably open to them ro safeguard the assets of the group and to prevent and derect fraud and
other 1rregulaninies

Under applicable law, the company 1s responsible for preparing a Directors” Report  The directors have also accepred
responstbiliy for preparing a Direcrors” Remuneranon Repore and Corporate Governance Statement thar comply
with applicable law and regulations as if the full requirements were to apply

The direcrors are respounsible for the maintenance and integrity of the corporate and financral informanon included
on the company’s website  Legislanon in the UK govermuing the preparanon and dissermunatron of financial statements

may differ from legislanon i other jurisdicaions




Report of the independent auditors
to The Quarto Group, Inc

W have audiced the group and parent company financal statements (the “financial starements”) of 1he Quarto Group,
fnc tor the year ended December 31, 2006 which comprise the group income statement, the group and parent company
balance sheets, the group cash fow statement, the group statement of recogrised income and expense and the refated
notes These financial statements have been prepared under the accounting pohicies ser out cherewn

This report ts made solely to the company 1 accordance with the terms of our engagement  Our audit work has been
undertaken so that we mught stare to the company those matters we are engaged to state to them in this audit report
and for no other purpose  lo the fullest exvent pormirtd by law, wi do nor accept or assume responsibility to anyone
other than the company for our audit work, for this report, or for the optmons we have formed

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS

The directors’ responsibilicies for prepaning the Annual Report and the group financial statements in accordance with
applicable law and International Financial Reporung Standards (IFRS), as adopted by the European Union, and the
parent company financial statcements n accordance with applicable law and UK Accounting Standards {UK Generally

Accepted Accounting Practice) are set out in the Statement of Directors’ Responsihilities on page 46
Our responsibibiry 1s to audie the financial statements in accordance with our engagement lecrer

Under the terms of our engagement letter we report (o you our opiien as co whether the financial statements give a
true and tair view and whether the financial statements have been properly prepared m accordance with the Companies
Act as applicable to oversta compames  We also report to you whether, in our epiuon, the informanon given 1 the
Direcrors” Report 15 consistent with the finanaial statements The informanion given in the Directors’ Report mcludes
the specific information presenced in the financial review that 1s cross-referred from the business review section of the
directors’ report In addinon, we report to you 1f, in our opimon, the Company has not kept propet accounung
records, it we have not received all of the information and explanation we require for our audut, or if the information

specified by law regarding director’s remuneration and other transacnons ar¢ not disclosed

In addition to our audit of the financial statements, the directors have eagaged us to audit the information m the
directors remuneration report that 15 described as having been audited, which the directors have deaided to prepare as
if the Company were required to comply with the requirements of schedule 7A to the Compares Act 1985 They have
also engaged us 1o review wherther the Corporate Governance Statement reflects the company’s compliance with the
nine provisions of the 2003 FRC Combined Code speaified for our review by the Listng Rules of the Financiat Services
Authorty, and we report i it does not We are not required ro consider whether the board's statements on internal
control cover all risks and controls, or form an opiion on the cffuctiveness of the group's corporate governance
procedures or 1ts sk and control procedures

We read othet informanon contamed n the Annuat Report and consider whether it 15 consistent with the audited
financial statements The other informanion comprises the Chairman’s Statement, Review of Operavons and Financial
Review We consider the unplications for our report 1f we become aware of any appareat nusstatements o marterial

mconststencies wich the financtal statements Our responsibilities do not extend to anv other informarion

BASIS OF AUDIT OPINICN

We conducted our audst m accordance with International Standards on Audiong (UK and Ireland) 15sued by the
Audinng Pracuces Board  An audit includes examunacion, on 4 test basis, of evtdence relevant ro the amounts and
disclosures tn che financial statements and the pare of the directors’ remuneration report to be audired It also includes
10 assessment of the significant escumates and judgments made by the dicectors in the preparation of the financial
statemertts, and of whether the accounnng policies are appropriate to the group s and company’s cir¢umsrances,

consistently applied and adiguartelv disclosed

We planned and performed our audit 3o as to obeawn all the informaton and explanations which we considered
necessary n order to provide us with sufficient evidence to give reasonable assurance that the financial statements and
the part of the Directors’ Remuneration Repore ta be audited are free from macenal misstatement, whether caused by
fraud or other irregularity or error In forming our optnion we also evaluated the overall adequacy of the presenration
of wmformation 1n the financial statements and the part of the direcrors’ remuneration report to be audied

The Quarto Group, Ine. A niil Repr.' {
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OPIN!

In our

esm

ON
opinlon

the group financial statements give a true and fair view, 1n accordance with iFRSs as adopeed by the FU, of the
state of the group’s affairs as at December 31, 2006 and of s profut for the year chen ended,

the group financial starements have been properly prepared 1o accordance with the Compares Act 1985 as
applicable to oversea companies and the direccors’ remuneranon report has been propetly prepared in
accordance with the Companies Act 1985, as if the company were required to comply with the requirements
of Schedule 7A to that Act,

the parent company financial statements give a true and fair view, 1n accordance with UK Generally Accepted
Accounting Pracuce, of the stare of the parent company’s affawrs as at December 31, 2006, and

the parent company financial statements have been properly prepared n accordance with the Compames Act
1985 as applicable to oversea companes

the mformation gven m the Directors” Report 15 consistent with the financial statements

Robson oo es 140

RSM Robson Rhodes LLP
Chartered Accountarnts

Registered Auditor
March 7, 2007
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Consohidated income statement
Year ended December 31, 2006

2005
2006 Rescated
Notes L000 £000
CONTINUING OPERATIONS
Revenue 3 93,613 25,038
Cost of sales (58,137 (60,303)
GRQSS PROFIT 35,476 34,735
Qther operatng mcome 281 227
Dhstribution costs (4,375} (4,148)
Admumstracive expenses before amertzation
of non-current intangibles and non-recurring wems (21,829 (21,898)
Amortization of non-current intangibles (1,387) (1,381}
Non-recurring items
Bad debt (1,238) -
Aborted acquisition ¢osts - {102)
Restructuring coses - 1644}
Total adnunistrative expenses (24,450) {24,025)
PROFIT FROM OPERATIONS BEFORE AMORTIZATION
OF NON-CURRENT INTANGIBLES AND NON-RECURRING ITEMS 9,557 8,916
QPERATING PROFIT h) 6,932 6,789
Fsnance income 7 298 128
Finance ¢osts 8 12 593) {2 351)
PROFIT BEFORE TAX 4,637 4,566
Tax 9 (1,202) (1,293)
PROFIT FOR THE YEAR 3,435 3.273
Artnibutable to
Lquuty holders of the parent 2,800 2,615
Minoriry interest 635 658
3,435 3,273
EARNINGS PER SHARE
From continuing operatons
Basic 10 14 3p 13 8p

Duluted 10 139p 13 5p
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Consolidated Statement of Recognised income and
expense Year Ended December 31, 2006

Notes

Exchange differences on rranslation of foresgn operanons
Net (loss} / gain on hedge of net investment in foreign subsidiasies
Change 1n the fair value of cash tlow hedges

NET (EXPENSENINCOME RECOGNISER DIRECTLY IN EQUITY

PROFIT FOR THE YEAR
FOTAL RECOGNISED INCOME AND EXPENSE FOR THE YEAR

PRIOR PERIOD ADJUSTMENT 26
TOTAL RECOGNISED iNCOME AND EXPENSE SINCE LAST ANNUAL REPORT

ATTRIBUTABLETO
Equuty holders of the parent
Minornty interest

20058
2(H¥e Restared
{600 £000

11,222) 754
- (120)
- 329
(1,222) 363
3,435 3,273
2,213 4,236
7,505
9,718
1,578 3,578
635 658
2,213 4,236




The Quarto Group, Inc, Amunal Report 2006

Consolidated balance sheet at December 31, 2006

200§
2006 Restared
Nortes £0oo £000
NON-CURRENT ASSETS
Goodwill 11 9,710 10,347
Other intangible assets 12 2,987 4,842
Property, plant and equipment 13 7,501 8,533
Deferred tax assets 21 198 25
Tetal non-current assets 20,3%6 23,717
CLRRENT ASSETS
Intangible assets Pre-publication costs 15 20,919 21,008
Inventories 16 13,948 14,079
Tax receivable 178 152
Trade and other receivables 17 27,022 28,399
Cash and cash equivalents 18 13,929 14,431
Total currenc assets 75,996 78,069
TOTAL ASSETS 96,392 101,786
CURRENT LIABILITIES
Short term borrowing 23 {17,800) {3,932)
Trade and other payables 24 {25,981} (27,032)
Tax payable {1,437} {1,258)
Iotal current hiabilinies (45,218) (32,222)
NON CURRENT LIABILITIES
'Medlum and long term borrowings 19 {27,121) 45,599)
Deferred rax habalities 21 (4,404) (4,104)
Other payables {21) (114)
Total non-current liabdirees (31 546) {(49.817)
TOTAL LIABILITIES (76,764) (82,039}
NET ASSETS 19,628 19,747
EQUITY
Share capitak 1526 1,162 1,162
Paid 1n surplus 26 21,740 21,716
Retained defiit and other reserves 26 (6,951) (6,816)
EQUITY ATTRIBUTABLE TO EQUITY HOLDERS
OF THE PARENT 15,951 16,062
MINORITY INTEREST 26 3,677 3,685
TOTAL EQUITY 19,628 19,747

The financial statements were approved by the board of directors and authorised for 1ssue on March 7, 2007
They were signed on s behalf by

M ] Mousley S\’d’-—;\/B
P

Director
March 7, 2007
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Consolidated cash flow statement Year ending

December 31, 2006

Notes

PROFIT FOR THE YEAR
Adyustments for
Nert finance costs
Depreciation of property, plant and equipment
Tax expense
Amortization of non-current mtangble assets
Amornzanon of pre-publicanion costs
Movement m fair value of derivatves
Fquity sectled share — based payment expense
(Gain) loss on disposal of praperty, plant and equipment

Operanng cash flows before movements in working caputal

{Increase) decrease in inventories
{Increase) in receivables

Decrease i payables

Cash generated by operations

[ncome taxes pad

NET CASH FROM OPERATING ACTIVITIES

INVESTING ACTIVITIES

Interest recewved

Proceeds on disposal of property, plant and equipment
Investment 1n pre-publicinion costs

Purchases of propurty, plant and equpment
Acquisition of subsidianes

NET CASH FROM USED [N INVESTING ACTIVITIES

FINANCING ACTIVITIES
Dividends paid

Interest payments

Proceeds on 1ssue of share capital
New bank loans raised

Mvidends paid to minonity ineerest

NET CASH USED IN FINANCING ACTIVITIES
NET INCREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS AT BEGINNING OF YEAR

Foreign currency exchange difterences on cash and cash equivalents

CASH AND CASH EQUIVALENTS AT END OF YEAR 18

2005

2006 Restared
60 £000
3,435 3,273
2,295 2,223
359 1,067
1,202 1,293
1,387 1,381
7,461 7,562
(254) -
7 9

(87) 51
16,405 16,859
(1,307} 11
{672} (3,057)
{267) {232)
14,1592 13,581
{611) (1,428)
13,548 12,153
298 119
933 237
(8,444) (7,574)
(864) {678)
{89) (2,847)
{8,166) (10,743)
(1,291) {1,197}
{2,797} {2,390}
56 18
583 2,288
{244) (121)
{3,693) (1,402)
1,689 8
11,899 10,611
(1,478) 1,280
12,110 11,899
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Notes to the Accounts Year ending December 31, 2006

I GENERAL INFORMATION

The Quarto Group, Inc 1s a company incorporared in the Seate of Delaware, United States  The address of the
registered otfice 15 given on page 26 The nature of the group s operanons and s principal actuvines are sec our
note 4 and 1n the Directors’ Report on page 22

These financial statements are presented in pounds sterhng because that 1s the currency of the primary economuc
environment 1 whih the group operates  orcign operations are mcluded i accordance with the policies ser out 1n note 2

1 SIGNIFICANT ACCOUNTING PQLICIES

Statement of comphance
The Group financial statements consolidate those of the Company and its subsidaries (together refecred to as the
“Group™) The parent companv financtal statements present information about the company as a separare entcy and

not about 1ts group

The Group financial statements have been prepared and approved by the directors in aciordance with International
Financial Reporung Standards as adopred by the EU (“Adopred IFRSs”) The Company has elected 1o prepare is
parent company financial statements in accordance with UK GAAP, these are presented on pages 68 to 73

I he accounting policies set out below have, with the exception of pre-publicatton costs, been applied consistentlv to
all puriods presented 1 these Group financial statements

Basis of accounting
The finincial statements are prepared on the historical cost basis, except that rhe dervative financial insrruments are
stated at fair value Non-current assets and disposal groups held for sale are stated at the [ower of previous carrying

amount and fair value less cosrs to sell

The preparation of financial statements in conformity with I[FRS requires management to make judgements,
estimates and assumprions that affect the applicanon of polictes and reported amounts of assers and labihoes,
income and expenses The esnmates and assouiated assumptions are based on historical experience and vanous other

factors that are believed to be reasonable under the circumstances Actual results may differ trom these estimates

The estumates and underlying asswnptions are reviewed on an ongoing basis Revisions to accounting estunates are
tecognised tn the peniod in which the estumare 1s revised 1f the revision affects only that pertod or in the period of the
reviston and future periods if the revision affects both current and future periods Judgements made by Managument
1n the application of IFRS, that have a sigmificant effect on the financial statements and accounung estimaces are
discussed 1n notes 11,15,17,19 and 21

The accounting policies set out below have been applied 1o all peniods presented

Basis of consohdanon

Lhe Group fmancial statements include the results of the company and all of uts subsidiary undertakangs A subsidiary
15 an ennty controlled, directly or indirectly, by the group Control 1s the power to govern the financial and operatng
polictes of the entity s as to obtain benefits from 1ts acuvinies The financial scatements of subsidhartes are included
the consolidated financial statements from the dare that control commences uncil the date that control ceases

Intragroup balances and any unrealised gans and losses or mcome and expenses anising from intragroup transacnons
are eliminated 1n preparing the consolidated financial statements

The 1nterest of minonry shareholders on an acquisinon ts mtially measured at the mmonty’s proporuon of the net

fair value of the assets, lizbalities and contingent habilites recogntsed
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Notes to the Accounts Year ending December 31, 2006

Business combimations, intangible assets and goodwll

All business combinations are accounted for by applying the purchase method Goodwll represents the excess of the
cost of the acqusition over the fair value to the group of the net assets and any contingent habihines acquired In
respect of acquisinons prior (o January 1, 2004, goodwill 1s included on the basis of 115 deemed cost which represents
the amount recorded previously under UK GAAP

Goodwill ansing on acquisitions 15 stated ar cost less any awcomulated impmrment losses From January 1, 2004,
goodwill 15 allocared to cash-gencrating unues and 15 no longer amoruzed but 15 tested annually for impairment L he
businesses identified are individual cash-generanng units Prior to january 1, 1998, goodwill was written off wo

reserves in the year of acquisinon

Other intangible assets, such as backlists, thar are acquired by the Group are stated at cost less accumulated
amortization and impairment losses Subsequent expenditure on capitalised intangible assets 1s expensed as incurred

Amoruzation of intangible assets 15 charged to the mcome statement on a straight-line basis over the estimated useful

lives of mntangible assers The esnimated useful lives are 1 to 10 years

Impairment of tangible and ntangible assets mcluding goodwill

The carrying amount of the Group's assets 18 reviewed at each balance sheer date ro determine whether there is any
wdicanon of tmpairment If any such indicacion exists, the asset’s recoverable amount 1s estumated 1or goodwill, the
recoverable amount 15 estimated at each balance sheet date An impairment loss 15 recogmised whenever the carrying
amount of an asser ot 1ts ash-generanng unt exceeds 1es recoverable amount Impairment losses are recognised i the

INncCome statemnent

Revenue recognition

Revenue represencs invoiced value of sales less anticipared rerurns (based upon histortcal returns experience),
excluding cuscomer sales taxes and inter-group sales Revenues are recogsed on despacch of goods and when the
signeficant nisks and rewards of ownership have been passed to the buyer

Leasing

Where assets are acqlured under tinance leases (inctuding hire purchase contracts), which confer rights and obligations 1
sumular to those artached to owned assets, the amount representing the outright purchase price of such assets 15 mncluded ;
in rangible fixed assers All other leases are classified as operanng leases Deprecianion is provided n accordance wiath the
accounting policy below 1he capital elument of future finance lease payments 1s included m creditors and the tnterest
element 15 chargud to the income statement over the period of the luase i proportion to the capital element ousstanding

Expenditure on operating leases 1s charged to the income statement on a straight hne basis

Foreign currencies

Transactions i foreign currencies are translared at the foreign exchange rate ruling at the date of the transaction
Monetary assets and liabiliies denorminated i1n foreign currencies at the balance sheet date are translated at the exchange
rate ruling at chat dace wich any exchange diffecences arisimg on retranslation being recogrused in the income statumine

The assets and habilines of foreign aperations, including goeodwill and fair value adjustments ansing on
consolidanon, are translated into sterling ar exchange races ruling at the balance sheet date The 1evenues and
expenses of foreign operanons are translated nto sterling ac average annual exchange rates Foreign exchange
differences ansmg on retranslation, since January 1, 2004, the date of transition to IFRS, are recognised directhy w2
separate translation reserve within equiry
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Notes to the Accounts Year ending December 31, 2006

Retirement benchit costs

The Group's pension costs relate to individual pension plans and are charged to the income statement as they fali due

Taxation

Tax on the profit or loss for the year comprises both current and deferred tax Current tax is the expected tax
payable on the taxable income for the year, using tax rates enacted or substantially enacted at the balance sheer date,
and any adjustmencs to tax payable in respect of previous yars Deferred tax 1s provided using the balance sheet
lhabihity method, providing for temporary differences berween the carrying amounts of assets and habihnes for
financial reporung purposes and the amounts used for taxanon purposes Not all temporary differences give nise to
deferred tax assets / labilines A deferred tax asset 1s recogmised only to the extent that 1t 15 probable that fucure
tanable profirs will be available against which the asser can be utilised

Property, plant and equpment

Property, plant and equipment are stated at deemed cost less accumulated depreciation and any provision for
impairments in value The Group recognises in the carcying amount of propercy, plant and equipment che subsequent
costs of replacing part of such items when there are future economic benefirs All other costs are recognised in the

income statement as an expense as they are incurred

Depreciaton is provided on a straight-line basts to write off the cost, less the esumarted residual value, of properry,
plant and equipment over their estimated useful lives Where parts of an itun of plant and equipment have separate
Ines they are accounted for and depreciated as scparate 1tems Land 15 not depreciared

Estimated useful Lives are as follows

Freehold and long leasehold property — 50 years
Short leaschold property = over the period of the lease
Plant, equipment and motor vehicles — 4 1o 10 years
Iixtures and fittings - 5 to 7 years

€ ertain 1tems of property, plant and equpment, that had been revalued to fair value on or before [anuary 1, 2004, che date
of transiaion to 1FRS's, are measured on the basis of deemed cost, being the revalued amounc at che date of that revaluauon

Assers held under finance leases are depreciaced over cheir expected useful lives on the same basis as owned assers or,
where shorrer, over the term of the relevant lease

Lhe gain or loss ansing on the disposal or renrement of an asset 1s determined as the difference berween the sales
proceeds and the carrying amount of the asset and 1s recognised in income

Pre-publication costs

Pre-publication costs represent direct costs incurred 1n the development of book wles prior 1o their publication These
costs are carried forward 1n current mtangible assers where the book atle will generate future economuc benefirs and
costs can be measured rehably 1hese costs are amortized upon publication of the book utle over esumared cconomic
lives of 3 years or less, being an estimate of the expected operating cycle of a book tzle The mvestment n pre-
publicanion has been disclosed as part of the investing actvines in the cash flow statement

Inventories

Inventory 15 valued at the lower of cost, including an appropriate poruon of overheads, and ner reahsable value, on a
FIFQ basis Net realisable value is the esttmated selling price in the ordinary course of business, less esumarted costs of
completion and sclling expenses

Financial mstruments
Financial assers and Bnancial habihives are recognised on the Group's balance sheet when the group becomes a parry

to the contractual provisions of the tnstrument

Trade receivables
Irade recuivables do not carry any interest and are stared at their nomunal value as reduced by appropriate

allowances for estimated reecoverable amounts
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Notes to the Accounts Year ending December 31, 2006

Fimancial habilities and equity
Financial kabihtes and equirv instruments are classified according to the substance of the contractual arrangements entered
mto An equity mstrument 1s any contract that evidences a residual mterest in the assets of the group after deducung all of

1ts labihines Equity mnstruments 1ssued by the Company are recorded ar the proceeds received, net of direct 1ssue costs

Finance costs

Inance costs compnse mnterest payable on borrowngs calculated using che fecnive inrerest methods

Finance income

Finance income comprises interest recewvable, which 15 recogmised 1n the income statement as it accrues using the
effective interest merhod, and dividend income, which 1s recognised in the income statement when the right o receive
piyment s established

Cash and cash equivalents
For the purposes of the statement of cash flows, cash and cash equivalents comprises cash balances, call deposies and
bank overdrafts that form an integral part of the group™ cash management processes

Trade payables
Trade payables are not tnierest bearing and are stated ac their nominal value

Bank borrowings

lnterest bearing bank loans and overdrafts are recorded at the proceeds recerved, ner of 1ssue costs Finance charges
and 1ssue costs are accounced for on the effective tnterest rare mechod and are added to the carrving amount of the
instrument to the extent that they are not settled in the peried 1n which they arise

Denvatve financial instruments and hedge accounting
[he Group’s activities expose 1t primarily to the financial risks of changes in foreign currency exchange rates and
wnterest eates 1he Group uses foresgn exchange forward contracts and intercst rate swap contracts to hedge these

exposures The Group does not use¢ derivanve financial tnsuuments for speculative purposes

The use of financial derivatives 1s governed by the Group's policies approved by the board of direcrors, which provide
written principles on the use of financial derivatives

Where a denivanve financial instrument 15 designated as a hedge of the vanability in cash flows of a ricognised asser or
liabilury, or a highly probable forecasted transaction, the effectuve part of any gain or loss on the denvauve financeal
wmstrumenc 1s recogmsed direcsly n equuay  If the cash flow of a firm commutment or forecasted transactton results in
the recogminion of an asset or a Lability, then, ar the ume the asset or habiley 1s recogmsed, the associared gains or
losses an the derivanive that had previously been recogmsed in equiry are included 1 amnal fiability, amounts deferred
1n equity are recognsed ia the ncome statement 1n the same period in which rthe hedged wem affects net profit or loss

Changes in the fair value of dunivative financial instruments that do not qualfy for hedge acvounting are recognised 1n

the tncome statement as they artse

Hedge accounting i1s discontinued when the hedging wnstrument expires or 15 sold, rerminated, or exercised, or no
longer qualifies for hedge accounung At that nme, any cumulative gain or loss on che hedging mstrument recognised
1n equity 15 retamned 1 equiry unci the forecasted transacnon accurs If a hedged rransaction 1s no longer expected to
occur, the net cumulative gain or loss recognised 1n equury 1s transferred to ner profit or loss for the pertod

Denwvatives embedded 1n other finanaal mstruments or other host contracts are treated as wparate denvanves when
their nisks and characterstics are not closely related to those of the host contracts and the host contracts are not
carned at fair value, with gains and losses reported 1n the tncome statement

Compound Financial Instruments
Preference share capital
Preference share capual 15 classified as a labiliy of 1t 15 redeemable on a specific date or at the option of shareholders or if

dividend payments are not discrenonary Dividends thereon are imnuded 1n the icome statement within financial costs
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Notes to the Accounts Year ending December 31, 2006

Convertible loan notes

Converable notes that can be converted to share capital ar the option of the holder, where the number of shares
1ssued does not vary with changes in their fair value, are accounted for as compound financial mstruments
Transaction costs that relare 1o the 1ssue of a compound financral instrument are allocated to the hability and equity
components 1n proportion to the allocation of proceeds The equiry component of the convernible notes 1s cateulared
as the excess of the ssue proceeds over the present value of the future mnterest and principal payments, discounted ac
the market rate of mterest apphicable to stmilar habilities thar do not kave a conversion option  The mtercst cxpense
recogrised 1n the income statement 1s calculated using the effective interust rate method

Treasury Shares

Treasury shares represent holdings of the Company’s own equity instruments No gain or loss 1s recogrused in the
profit and loss account on the purchase, 1ssue or cancellacion of these equity mstruments Consideration paid or
received 15 recogrused directly in equity

Share-based payments

‘The Group has applied the cequirements of IFRS 2 Share-based payments In accordance with the transition
provisions, [FRS 2 has been apphed to all grants of equity mnstruments after November 7, 2002 rthar were unveseed as
of January 1, 2005

Lhe Group issues equity settled share-based payments to certain employees Equiry-settled share-based payments are
measured at fair value at the date of grant  The fawr value, determined at the grant date, of equity settled-share based
payments 15 expensed on a straight fine basis over the vesting pertod, based on the Group's esumate of shares that

will eventually vest

The fair value of employee share opuon grants is calculated using a binomial model, raking imeo account the terms
and conditions upon which the oprions were granted The value of the charge 1s adjusted to reflect expected and

actual levels of options vesang

No signtficant balances arise, therefore the disclosure requirements of [FRS 2 have not been shown, due to the

rmmaceriality of the accounts involved

Borrowing costs
All borrowing costs are recognised 1n the income statement ut the period in which they are mncurred

Financtal risk management
The punapal nisk factors faced by the Group are disclosed in Note 17 and on page 28

Equiry Instruments
Equity instruments 1ssued by the Company are recorded at the proceeds recewved, net of direct tssue costs

Adopted IFRS not yet apphed
The {otlowing Adoprted IFRSs and interpretations were available for early application but have not been applied by

the Group 1n these financial statements

IFRIC 7 Applying the Reassessment Approach under [AS 29

IFRIC § Scope IFRS 2

IFRIC 10 Reassessment of embedded denvarives

[FRIC 11 Intenim linancial Reporung and Impairment

[FRIC 12 Service (ONCESSION arrangement

[FRS 7 ‘Financial instruments Disclosire’ and related amendment to 1AS1 in capieal disclosure applicable for

years commencing on ot after January 1, 2007

The application of IFRS 7 and the various mterpretations in the current year would rot have affecied the balance
sheets or come statement as the standard 1s concerned only with disclosure  The Group plans o adopt 1t for the
vear ending Decemnber 31, 2007
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3 REVENUE

An analysts ot che group’s revenue 15 as follows

Sales of goods

Revenue

Other operating mcome
Finance income

Total income

4 BUSINESS AND GEOGRAPHICAL SEGMENTS

Business segments

20806 2005
£006 £000
93,613 95,038
93,613 95,038
241 227
298 128
94,192 95,393

For management purposes, the group 15 currently organised into two business segments  Co-edinion Publishing and

Publishing These segments are the basis on which the group reports its primary segment informarion

I he informanion about these segmunts 1s presented below

O EDITION CO EDITION
PUBLISHING PUBLISHING  PUBLISI ING  PUBLISHING TOTAL TOTAL

2006 2005 2008 2005 2906 2005

£660 £000 £000 £000 00 £000
REVENLIE
Total sales 40,307 38,314 55,210 57,989 95,517 96,303
Inrer-segment revenue (1,200} (1,259) {4) {6) {1,204) {1,265)
External sales 38,407 37,055 55,206 57,983 93,613 95,038
Segment result before amornzanion of
non-current mtangibles and non-recurring costs 5,277 4,549 5,245 5,318 10,522 9,867
Amortization of non-current intangibles (12) {12} (1,375) (1,369) {1,387} (1,381)
Bad debt {1,085) - (153} - {1,238) -
Restruciuring costs - - - (644) - {644)
Aborted acquisinon costs - {102) - - - {102)
Segment result 4,180 4,435 3,717 3,305 7,897 7,740
Unallocated corporace expenses (965) (951}
Profut from operatons 6,932 6,789
Invesument income 298 128
Finance costs (2,593) (2,351)
Profit before tax 4,637 4,566
Tax {1,202) {1,293
Profit after tax 3,435 3,273

Inter-segment revenues are on an arms-length basis
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4 BUSINESS AND GEOGRAPHICAL SEGMENTS {contnucd)

€0 EDITION €0 EDITION
PUBLISHING PUBLISHING  PUBLISHING  PUBLISHING TOTA TOTAL
2006 2008 106 2005 2006 2005
L0006 £000 £000 £000 £009 £000
Capieal addinons 242 199 622 479 864 678
Depreclation 307 351 6352 676 959 1,067
Amornzatuon of non-current intangibles 12 12 1,375 1,369 1,387 1,381
[nvestment 1n pre-publication costs 5,249 4,633 3,195 2,941 8,444 7,574
Amortization of pre-publicarion costs 4,783 4,775 2,678 2,787 746! 7,562

Ihere arc no other sigmuficant non-cash expenses

BALANCE SHEET

ASSETS

Segment assets 34,867 36,20t 46,966 50,518 81,833 86,719
Unallocated cotporate assets 14,559 15,067
Consolidated roral assets 96,392 101,786
LIABILITIES

Segment labilicies 13,071 13,586 12,931 13,180 26,002 27,146
Unallocated corporate habdines 50,762 54,893
Consohdared total habihities 76,764 82,039

GEOGRAPHICAL SEGMENTS
The followng table provides an analysis of the Gioup's sales by geographical marker, wrespective of the origin of the goods

Hevuniue Revenue

2008 2005

L0000 £000

Unired Kingdom 15,668 15,848
Unuted States of America 43,070 46,309
Australta and Far East 18,384 18,344
Europe 11,860 10,415
Rest of the World 3,631 4,126
93,613 95,038

The following is an analysis of the carrying amount of segment assets and capital addinons analysed by the geographical
area 1n which the assets are located

Capral Capiral

Assets Assets Addiuons Addinons

2006 2005 20416 2005

000 £000 JRUNY £000

Unuted Kingdom 32,746 33,226 567 435
Un:ted States of America 31,362 34,700 139 161
Other 17,725 18,793 158 82

81,833 86,719 864 678
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5  PROFIT FROM OPERATIONS
Profit from operauons has been ainved at after chargingficredinng)

{Profit) loss on sale of property, plant and cquipment
Depreuation of properry, plant and equipment

Nert foreign currency exchange losses

Amoruzatuon of non-current incangibles
Amortization of pre-publicatton costs

Staff costs {see note 6)

Auditors’ remuneration {see below)

Cost of inventory recognised as an expense

Bad debt

Restructuring costs

Aborted acquisinon costs

Auditors’ remuncration

Fees payable to the Company’s auditor for the audie of the Company’s annual accounrs
Fees payable to the Company's auditor and 1ts assowiates for other services

The audit of the Company’s subsidianes pursuant to legislation

All other services

&  STAFF COSTS

Lhe average monthly number of employees {including executive directors) was

Their 1ggregate remuneration comprised
Wages and salaries

Social securnity costs

Othur pension costs

Equity settled share based payment expense

7 FINANCE INCOME

Interest on bank deposits

AUV 20035
FOO0 £000
(87) 51
959 1,067
139 4
1,387 1,381
7,461 7,562
14,958 15,707
135 266
27,434 27,544
1,238 -

- 644

- 102

30 56

84 66

21 i44

135 266
1606 2005
Numbyr Number
457 483
LG £000
13,343 14,079
1,093 1,135
515 484

7 9
14,958 15,707
2006 20053
£000 £000
298 128
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8

Corpotanon tax on UK profits 1s calculated at 30% (2005 30%;} of the estimaced assessable profit tor the yea

FINANCE COSTS

Interest on bank overdrafts and loans
Interest on obligations under finance leases

Finance charge on preference shares

Total finance costs

TAX

Current tax

Deferred tax {note 21)

Current year originaton and reversal of trmng dufferences

Taxanon for other jurisdictions 1s calculated at the rates prevailing in the respecuve jurisdictions

[he charge for the year can be reconuled to the profic per the income statement as follows

Profit before tax

lax at the UK corporation tax rate of 30%
(2005 30%)

Tax effect of utihsanon of tax losses
not previously recognised

Tax losses not utilised

Effect of different tax rates of subsidiaries
operating 1n other jurisdictions

Other, including tax effect of expenses that

are not deductible i determimng taxable profic

Tax expense and effective tax rate for the year

2006 2005

£000 £000

2,560 2,106

33 41

- 204

2,593 2,351

2006 2005

£000 £000

878 1,272

324 21

1,202 1,293

2006 2006 2005 2005

1008 o, £000 %
4,637 4,566
1,391 1,370
1127) (8)
100 224
157) {198)
(5) (95)

1,202 259% 1,293 28 3%

n
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£ EARNINGS PER SHARE
From continuing operations

The calculanon of the basi and diluted earnings per share 15 based on the following data

Earnings
2006 2005
£000 £000
Earmngs for the purposes of basic carnings per share being net
profit attributable to equury holders of the parent 2,800 2,615
Effect of dilutive potential ordinary shares
Interest on loan notes {net of tax} 45 57
Intcrest on convertible redecmable preference shares - 204
Larnings for cthe purposes of diluted earmings per share 2,845 2,876
Number of shares
Number Number
Weighted average number of ordmary shares
for the purposes of basic carnings per share 19,563,500 18,823,419
Lffect of dilutive potenual ordinary shares
Share optwms 104,651 139,183
Dilunive foan note 855,015 1,074,288
Dilutive preference shares - 1,218,131
Weighted average number of ordinary shares
for the purposes of diluted earmings per share 20,523,566 21,325,021
2)n 2005
pence pence
Basic 14 3p 13 8p
Diluted 139p 13 5p
Adjusted earnigs
Earmings for the purposes of basic earnings per share being net
profit attributable to equity holders of the parent 2,800 2,615
Amortizaton of non-current inrangibles {net of tax and runorty nterest) 962 925
Bad debt {net of tax and minority interest) 818 -
Restructuring costs - 644
Abeorted acquisiion costs - 102
Earmngs for the purposes of adjusted earmings per share 4,580 4,286
Effect of dilunve potential ordinary shares
Interest on loan notes (net of tax) 45 57
Interest on convertible redeemable preference shares - 204
Larmngs for the purposes of diluted earnings per share 4,625 4,547
20086 200%
paaie pence
Basic 23 4p 227p

Diluted 22 5p 213p
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1 GOODWILL
£000
Cost
At January 1, 2005 7,732
Exchange differences 460
Recogmsed on acquisition of subsidiaries 2,051
Recogmsed on acquisition of a minonity sharcholding 74
Ar December 31, 2005 and January 1, 2006 10,317
Fxchange differences 1696)
Recogmised on acquisitions 89
At December 31, 2006 9,710
Carrying amount
At December 31, 2006 9,710
At December 31, 2005 10,317
At January 1, 2005 7,732
Impairment tests for cash generatung units containing goedwill
The following unuts have significant carrying amounts of goodwall
2004 2005
1000 £000
CPI 3,305 3,762
Prenuer 1,943 2,115
Marshall 1,861 1,861
Others 2,601 2,579
9,710 10,317

The recoverable amount of each cash generating unur {“GGU”) 1s based on value in use basis  The key assumptions

used in the value 1n use calculations were

Drscount rate, based on a risk free rate in the range of 6 5% to § 9%, which reflects currenr assessments of the ome

value of money

Cash flow projecrions, have been adjusted for risks specific to the CGUs for next year based on the most recent

financial budgers, and are extrapolated over a further 20 years
Cash flow growth rates, based on a growth rate of 2% to reflect nsk

Changes n setling prices and direct costs, based on past experience and expectations of future changes i the market
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12 OTHER INTANGIBLE ASSETS

Cost

Ar January 1, 2005

Exchange differences

Acquired on acquisition of subsidaries

At December 31, 2005 and January 1, 2006

Exchange differences

At December 31, 2006

Amortization

At Janaary 1, 2005
Lxchange differences
Charge tor the year

At December 31, 2005 and Januaiy 1, 2006
Fxchange differences
Charge for the year

At December 31, 2006

Carrying Amount
At December 31, 2006

Ar December 31, 2005

Ar January 1, 2003

Non
Contractual
Relationships Backlists fotal
£000 £000 £0040
- 5,895 5,895
10 602 612
385 - 385
39% 6,497 6,892
(35) (707) {742}
160 5,790 6,150
- 561 561
1 107 108
174 1,207 1,381
178 1,875 2,050
(m (263) (274)
196 1,191 1,387
360 2,803 3,163
- 2,987 2,987
220 4,622 4,842
- 5,334 5,334
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13 PROPERTY PLANT AND EQUIPMENT

Plant
Leasehold  Equipment Fixtures
Freehold Property  and Motor and
Property Improvements Vehicles Fittings Toral
£000 £000 £000 £000 £000

Group
Cost or valuauon,
At January 1, 2005 5,280 1,087 6,899 997 14,263
Exchange differences 30 6% 249 66 464
Additions 3 89 415 171 678
Subsidiaries acquired - 4 25 5 34
Disposals 4) {262) {1,448} - (1,714)
At December 31, 2005 and January 1, 2006 5,359 987 6,140 1,239 13,725
Exchange differences - (82) (263) (65) (410}
Additions - 26 751 87 864
Disposals (655) {364) (403} {64) (1.486)
At December 31, 2006 4,704 567 6,225 1,197 12,693
Deprecianion
At January 1, 2005 229 514 4,034 504 5281
Exchange differences 8 29 233 - 270
Charge for the year 62 106 690 209 1,067
Dusposals (%) {217) {1,203} - (1,426)
At December 31, 2005 and January 1, 2006 293 432 3,752 713 5,192
Exchange differences - {63) {202) {54) {319)
Charge for the year 55 92 627 185 959
Dnsposals {39) (161) {386) (54} (640)
At Dicember 31, 2006 311 300 3,791 790 5,192
Net book value
At December 31, 2006 4,393 267 2,434 407 7,501
At December 31, 2005 5,064 585 2,388 526 8,533

The net book value of plant, equipmenc and motor vehicles included £1,230,000 (2009 £1,152,000) 1n respect of assets held under hure
purchase contracts  The depreciation charged on these assets during the year was £170,000 (2005 £168,000) Included n Jeasehold
property at cost 5 £Nil (2005 £328,000) in respect of a long leasehold property, the net book value was LNl (2005 £230,000)

The tota! cost of freehold property comprises £2,775,000 mn respect of buildings and £1,929,000 1n respect of land A frechold
property, with a net book value of £2,066,000, 15 secured against a mortgage

As stated 1 the accounting policy note on page 45, the Directors have chosen to hold the cost of freehold properties at previous
valuations on transion to Internanonal Financial Reporning Standards  The cost of freehold property held at previous valuations
comprises burldings of £1,593,000 and land of £1,321,000 The prmeipal freehold property in the UK, with a histoncal cost of
£382,000, was revalued on the basis of an open marker value for existing use at December 31, 1989 by Conway Kersh, independent
Professional Valuers The valuation was £1 7 million but the Directors ascribed a value of £1 4 milhon, on the grounds of

prudence The valuaton was in accordance with RICS Staremenes of Asset Valuation Practie and Guidance Notes




56

Notes to the Accounts Year ending December 31, 2006

{4 SUBSIDIARIES
A List of the sigmaficane investments in subsidiaries, including the name, country of incorporaton and proportion of
ownership interest 1s given i note 4 to the company’s separate financial statements All of these subsidiaries are

wcluded 1n che consohdated results

i5 INTANGIBLE ASSETS-PRE-PUBLICATION COSTS

2006 2005

£060 £000
Cost
At January 1 30,198 28,890
Exchange differences {1,625} 1,418
Additions 8,444 7,574
Disposals (8,269) (7,684}
At December 31 28,748 30,198
Amornization
At January 1 9,190 8,804
Lxchange differences (553) 508
Charge for the year 7,461 7,562
Disposals (8,269) {7,684)
At December 31 7,829 9,190
Carrying amounts 20,919 21,008

The assessment of the useful hfe of pre-publication costs and amornzanon involve a significant amount of
judgement based on historical trends and management estimates of future potenual sales, accordance with
the accounung policy stated in note 2 An overstatement of useful hves could result 1n excess amounts being
carned forward i intangible assets that otherwise would have been wricten off to the income statementin an
earlier period Reviews are performed regularly to assess the recoverabiliry of the carrying amount

16 INVENTQRIES

2006 2005

L0000 £000

Frushed goods 12,910 12,795
Work in progress 415 452
Raw matenals 623 832
13,948 14,079
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(7 TRADE AND OTHER RECEIVABLES

2006 2005

£000 L0000

[rade recaivables 24,980 25,523
Other receivables and prepayments 1,788 2,417
Fair value of denvatives 254 459
27,022 28,399

The average credit period on sales of goods 1s 79 days (2005 76 days) An allowance has been made for esumared
\rrecoverable amounts from the sale of goods of £1,755,000 (2005 £967,000) Ihis allowance has been determined by
reference to past defaulr expenience

The Dhrectors consider that the careying amount of trade and other recewvables appraximates to their fair value

Credir nsk
1he group’s prnctpal financial assers are bank bualances and cash, trade and other receivables which represent che
group’s maximum exposurd to credit risk i relation to financal assets

The group’s credit risk 1s pnmanly aunburable to 1ts trade recervables The amounts presented i the balance sheet are
net of allowances for doubcful receivables, estimaced by the group’s management based on pnior expenience and their
assessment of the current ecopomic environment

1 he credit risk on hqud funds and dervative financial mstruments 1s Lmited because the counterparties are banks with
high credit-ratings assigned by international credir-ranng agencies

The group has no significant concentracion of credie nsk, with exposure spread over a large number of counterparues

and customers
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18 CASH AND CASH EQUIVALENTS

Bank balances
Short term deposits

Bank overdraft (note 23)

Cash and cash equivalents for cash flow statement

The carrying amount of these assets approximates their fair value

[ he effective mnturest races on bank balances and short term deposits was 4 1% (2005 2 9%)

19 MEDIUM AND LONG TERM LOANS

Bank loans
Loan note

Obhgations under finance leases (see note 22)

The borrowings (excluding obhigations under finance leases) are repayable as follows

On demand or within one year

In rhe second year

In the third to Afth vears inclusive
After five years

Less Amount due for settlemen: within 12 months

{shown under current habiliues)

Amount due for settlement after 12 montchs

2606 2008
LOGG £000
8,412 10,408
5,517 4,023
13,929 14,431
(1,819) {2,532)
12,110 11,899
2006 2005
£EDO0 £000
25,902 44,164
842 960
26,744 45,124
377 475
27,121 45,599
17,436 3,621
976 43,359
403 1,362
25,365 403
44,180 48,745
(17,436) {3,621)
26,744 45,124
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19 MEDIUM AND LONG TERM LOANS (conunued)

Weighted Average nme
average over which

Fixed rate Variable rate interest rate interest rate

Tortal  borrowings borrowings  for fixed rate 1s faxed

£000 £000 L0000 borrowings % Months
US doltar borrowings 30,166 16,148 14,018 4 4% 7
Other currency borrowings 14,014 - 14,014 - -
As at December 31, 2006 44,180 16,148 28,032 4 4% 7
US dollar bosiowings 34,424 19,355 15,069 4 4% 19
Other currency borrowings 14,321 - 14,321 % -
As ar December 31, 2005 48,745 19,355 29,350 44% 19

The vanahle rate borrowings bear interest by reference to LIBOR plus a margim
At December 31, 2006, undrawn borrowing facilities totaled £45,334,000 (2005 £14,163,000)

The Directors esumate the fair value of the group’s borrowings o be equal 1o book value , by reference to market

rates

The above borrowings carry interest at commercial rates ranging from 1 7% to 8 9% Of the total borrowings
£30,579.000 (2005 £34,424,000) was denommated 1n US dollars, the remainder being denomimated 1n a variety of
currencies Bank loans include £940,000 (2005 £1,074,000) which 1s secured on a frechold property, with a carrying
value of £2.066,000 (2005 £2,092,000) All other bank loans are unsecured The loan note 1s US51,650,000, 15
convertible 1nto 537,144 shares of common stock, and 1s repayable on August 4, 2008

1he Group has 4 US$90m (2005 US$90m) syndtcared bank facility which expires on July 15, 2007 and a £4m
facthty which ¢xpices on June 16, 2007 In addmon, the group has an eight year floatng rate of US§50m (2005 Nil)
These facilities are subject to three principal covenants, caleulated 1n accordance with UK GAAP, namely

{a) Total consolidated net indebredness shalt not exceed 3 33 umes EBITDA {the consolidated operating profit before
depreciation, amornzanon, exceptional items and development costs (production costs excluding printing) charged to
the profit and loss but not pard 1n cash in the year) [his measure amounted ro £16,700,000 giving a maximum
indebtedness of £55,611,000

{b) The consolidated operaung profit before exceprional items and goodwill amortization shall exceed chree mes
ner interest payable For the year ended December 31, 2006, net interest payable was 4 04 cunes covered under
this covenant

{c) The consolidated operatng profit before goodwill amortizanion shall exceed 1 5 umes net interest payable
For the year ended December 31, 2006, net wrerest payable was 3 4% ames covered under this covenant
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20 DERIVATIVE FINANCIAL INSTRUMENTS
The geoup uses dervanve finanaal nstruments to hedge 1ts exposare to interest rate risks ansing from fnancing

acnvities

Interest rate swaps

The group uses interest rate swWaps 10 MANAgE 1S CXPOSUre (o nterest rate movements on 1ts bank borrowngs
Contracts with nominal values of $30,000,000 have fixed interest payments at an average ratc of 4 4% for periods
up untl July 15, 2007 The instrument 15 carried at fair value £254,000 (2005 £459,000} ar cach reporung dar,
with any gain or loss being recognised 1n the profit ard loss amount

2] DEFERRED TAX
The following are the major deferred tax labilities and assets recogmsed by the group and movements thereon during
the current and prior reporung persod

Amount Provided

2006 2009
L0u0 £000
Deferred taxation prosided m the financial statemenis 15 as follows
Lxcess of capiral allowances over depreciatton = UK 264 244
Provision on property revaluation = UK 284 287
Other uming differences - UK 2,570 2,153
3,118 2,684
Intangible assets — US {52) (627}
Provisions - US 1,050 1,674
Other overscas uming differences 288 373
4.404 4,104
Deferred taxation assets
Other tuming differences — Other overseas {198) (25)
Net deferred taxation higbaliy 4,206 4,079

1he movement on the net provision for defurred taxanon s as follows

Amount Provided

2006 2005

£000 £000
Net provision at January 1 4,079 3,971
Exchange difference through reserves (197) 80
Acquisitions - 7
Charge to income and expenditure account 324 21
Net provision at December 31 4,206 4,079

At the balance sheet date, the group has unused tax losses of £2,339,000 (2005 £2,329,000) available for offser
agawnst future profits A deferred tax asset has not been recogmsed 1n respect of such losses, due 1o the
unpredictability of future profit sereams
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21 DEFERRED TAX (conunued)
Included 1n unrecognised tax losses are losses of £1,450,000 (2005 £1,391,000) that will expire n the following years

2006 2005
L0030 L0000
Year ending December 31
2008 214 227
2009 715 756
2010 37 39
2011 257 272
2012 227 97
1,450 1,391

Other fosses mav be carried forward indefinitely
At the balance sheet date, the aggregare amount of temporary differences associated wath undistribured earnings of
subsidiaries for which deferred tax labilines have not been recogmised was £927,000 (2005 £1,257,000) No habtliry

has been recogmised in respect of these differences because the group 15 1n a position to control the tuming of cthe reversal
of the temporary differences and 1t 1s probable that such dafferences wall nos reverse in the foreseeable future

12 OBLIGATIONS UNDER FINANCE LEASES

Mimimum lease payments

2006 2005
0L £000
Amounts payable under finance leases

Within one year 412 348
In the second to hfth years inclusive 423 346
835 892
Less future finance charges (94) {106}
741 786

Less Amount due for setzlement within
12 months {shown under current habiliries) {364) {31t)
Amount due for settlement afrer 12 months 377 475

It 15 the group s policy to lease certain of 1ts plant, equipment and motor vehicles under finance leases  For the year
ended December 31, 2006, the average effective borrowing rate was 6 1% (2005 6 2%} Interest rates are fixed at the
contract date All leases are on a fixed repayment basis and no arrangements have been entered into for connngent
rental payments  All lease obligations are denonvnated 1n sterhag

Lhe fair value of the group’s lease obligations approximatis to thur carrying amount

The group's abligations under finance leases are secured by the lessors’ charges over the leased assets
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23 SHORTY TERM BORROWINGS

20116 2005
L0086 L0000
Current loan instalments 15,617 i34
Loan note - 955
Bank overdrafts 1,819 2,532
Borrowings (note 19) 17,436 3,621
Finance lease obligations {note 22) 364 31
17,800 3,932
Lhe carrying amount of these liabiliries approximates to their fair value
The effective interest rate on the bank overdrafts was 5 9% {2005 5§ $%)
24 TRADE AND OTHER PAYABLES
2006 2005
£000 £000
Trade payables 21,203 21,486
Other payables 4,778 4,546
25,981 27,032

Lhe average crodit period for trade purchases 1s 37 days (2005 100 days) [he Directors consider char the carrying

amount of trade payables approximates to therr fair value

25 SHARE CAPITAL

Authorised

28,000,000 (2005 28,000,000) shares of common stock of par value USS0 10 each (“shares of common stock™) with

an aggregate nominal value of U%$2,800,000 (2005 US$2,800,000)

2000
L6040

2008
£000

LCquity share capaital

Allotted, called up and fully paid

Shares of common stock of par value USS0 10 each

20,444,550 {2005 20,444,550) 1,162

1,162

The Company has one class of common stock which carry no night to fixed income
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26 RETAINED DEFICIT AND OTHER RESERVES
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Notes to the Accounts Year ending December 31, 2006

26 RETAINED DEFICIT AND OTHER RESERVES

Revaluation reserve

The revaluaton reserve relates to the revaluaton of freehold property in a previous year

Hedging reserve

1he hedgng reserve at the beginning of the year compnsed the effectve portion of the cumulative net change 1n the
fair vatue of cash flow hedging instruments related to hedged transacuons The loan ro which the hedge related was
repaid during the vear This resulted in the loss of the hedging relanonship and, therefore the hedging resetve has been
recycled through the mcome statcement

Translauon reserve

The translation reserve comprises all forergn exchange differences arising from the translanon of the finarcial
statements of foreizn operations of the Company since January 1, 2004 as well as from the transtacion of habilities
which hedge the Company’ net investment 1n a foreign subudiary

Treasary stock

Treasury stock represents the Company’s purchase of its own shares The Company owns 823,321 (2005 886 321),
represenring 4 0% {2005 4 3%) of its shares of common seock The changes during the vear were for the 1ssue of
shares 1n sausfaction of opuons exerased 8,000 on May 2, 2006 and 55,000 on Decumber 2%, 2006

2480 2005

Dividends foo0 £000
Amounts recogrused as distnibutions to equity holders in the period

Inrerum dividend for the year ended December 31, 2006 of 3 Op {2005 2 9p) per shate 587 567

Final dividend for the year ended December 31, 2005 of 3 6p (2005 3 Sp) per share 704 630

1,291 1,197

Proposed final dwvidend for the year ended December 31, 2006 of 3 75p {2005 3 6p) per share 736 704

736 704

The proposed final dividend 1s subject to approval by shareholders at the Annual General Meeung and has not been

included as a hahlity in these financial statements
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Notes to the Accounts Year ending December 31, 2006

27 PRIOR PERIOD ADJUSTMENT

The prior period adjusement relates to non-comphance with 1AS 38 The Group’s pre-publication costs
meet all the criteria set our tn [AS 38 and therefore these costs should have been capitalised as
development expenditure The financial stacements have been restated 1o correct this The effect of the

restatement on these financial statements 1s sumnmarised below

2006 20095

L0ud £000
Decrease n cost of goods sold 305 141
Increase in tax (115) {30)
I[ncrease 1n profit for the year 190 111
Increase in intangible agsers 20,919 21,008
Decrease in 1nventornes (9,408) (9,442)
Increase wn rrade and other payables (246) {239)
Increase 1n deferred tax Labshities (3,417) {3,436)
Increase m net assets 7.848 7,891
Increase 1n toral equity 7,848 7,891
Decrease in minoriy interest share of profic for the year 10 7
Increase i1 munority wnterest at the year end 29 41
Increase n basic earnings per share i op 0 6p
increase in dilured carmings per share 10p 0 6p

1L effect on opening reserves at January 1, 2005 of this prior period adjustment 1 £7,505,000

28 NOTESTO THE CASH FLOWY STATEMENT
Additions to property, plant and equipment during the year amounung to £321,000 {2005 £147,000) were financed by

new finance leases

Cash and cash equivaients (which are presented as a single class of assets on the face of the balance sheet) comprise
cash at bank and other short-term highly liquid investments with a matunity of three months or less

29 CONTINGENT LIABILITIES

The Quarto Group, Inc has 1ssued guarantees in respect of £1,819,000 of overdrafts of subsidiaries {2005 £2,532,000)
and bank loans of £41,932,000 (2005 £44,299,000) The Group has also 1ssued guarantees 1n respect of £741,000
{2005 £786,000} of hire purchase credirors and a loan note of subsidearies £842.,000 (2005 £1,914,000) There are
other conttngent habiliues, arising in the ordinary wourse of business, i respect of litgation, which the Directors
believe will not have a sigmificant effect on the financial posinon of the Group




Notes to the Accounts Year endimg December 31, 2006

30 OPERATING LEASE ARRANGEMENTS AND OTHER FINANCIAL COMMITMENTS

236 2005
LU0 £009
Minimum lease payments under operating leases
recogmused 1n income for the year 1,591 1,682

At the balance sheet dace, the group had outstanding commttments for future muirumum lease payments under non-

canceliable operating leases, which fall due as follows

2006 2005

£000 £000

Within one year 1,334 1,251
In the second to fifth years inclusive 1,987 2,737
Afeer five years - 21
3,321 4,009

Operacing lease payments represent rentals payable by the group, primanly for us office properuies
Capical commutments at the year end for which no provision had been made was £69,000 {2005 £148 000)
31 SHARE OPTIONS

At December 31, 2006, the following share options over shares of common stoch were outstanding undur the Company’s
Execunive Share Opuon Schemes

Number of shares Date exercisable Opruion price per share
2,000 March 31, 2001- March 30, 2008 £0 685

13,000 February 22, 2003 - February 21, 2007 £1115

18,000 February 22, 2003 - February 21, 2010 £1115

7,500 March 29, 2004 - March 28, 2011 £0 825

11,000 February 15, 2005 —February 14, 2009 £0 67

12,000 February 135, 2005 —February 14, 2012 £0 67

33,000 February 14, 2006 —February 13, 2010 £0 83

29,500 February 14, 2006 ~Febrwary 13, 2013 £0 83

42,686 September 30, 2007 ~ September 29, 2011 £163

29,814 September 30, 2007 - Scptember 29, 2014 £163
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Notes to the Accounts Year ending December 31, 2006

32 REMUNERATION QF KEY MANAGEMENT PERSONMEL

The remuneraton of the directors, who are the key management personnel of the group, 15 set out below i aggregarte

for each of the categories specified 1n 1AS 24 Related Parry Disclosures  Further informanion about the remuneration

of ndividual directors 15 provided in the audited part of the Directors’ Remuneratnon Report on pages 34 to 35

Salary
Benefits

Pinsions

33 DIRECTORS TRANSACTIONS

2006 2005
L000 £000
831 831
34 28
140 145
1,005 1,004

During the year R ] Morley maintained a current account with the Group The debir balance on thus account was
luss than £5,000 throughout the year The balance at the year end was £300 (2005 £1,700) During the year L 1
Orbach loaned money to the Group and has earned an arm’s length recurn of 4 2% The total amount of inrerest

earned during the year was £3,000 (2005 £3,000) The balance outstanding ac the beginnng of the year was

£ 147,000, which was also the highest amoune outstanding, and the balance at the end of the year, was £136,000

P Cambell, 2 non-executive director, earned consulting fees of £15,000 (2005 £15,000) during the year These fees

were on an arms leagth basis

34 RECONCILIATION OF FIGURES INCLUDED IN THE CHAIRMAN S LETTER

Profit before tax, before amortzation of non-cutrent intangibles and non-recurnng Liems
Amortizanion of non-turrent 1ntangibies

Non-recurring wems
Profit before tax

EBITDA

Profit before tax, before amornzation of non-current intangibles and non-recurning items
Net interest

Depreciation

Amoruzation of pre-publication costs

EBITDA, before non-recurnng items

Nee debt

Medium and long term borrowings
Short term borrowings

Cash and cash equivalents

e 2005
£000 £000
7,262 6,693
{1,387 {1,381
(1,238) (746}
4,637 4,566
7,262 6,693
2,295 2,223
959 1,067
7,461 7,562
17,977 17,54S
27,121 45,599
17.800 3,932
(13,929) (14,431)
30,992 35,100
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Company Balance Sheet Year
ended December 31, 2006

2006 2005
LOUE) LO00
Notey
Fixed assets

Investments 3 7,k53 7,231
7,153 7,231
Creditors Amounts falling due within one year 5 {1,036) (37)
NET CURRENT LIABILITIES {1,036) (37)
NET ASSFTS 6,117 7,194

CAPITAL AND RESERVES
Called up share capiral & 1,162 1,162
Lrcasury stock 6 (417) (449)
Reserves - Paid 1n surplus 7 21,740 21,716
- Protic and loss 7 (16,368} (15,235)
SHAREHOIL DFRS’ FUNDS 8 6,117 7,194

[he finanual statements were approved by the board of directors and authorised for 1ssue on March 7, 2007
They were signed on 1ts behalf by

M ] Mousley
BDirector




Notes to Company Balance Sheet
Year ended December 31, 2006

1 SIGNIFICANT ACCOUNTING POLICIES

The separate financial statements of the company are presented as required by the Companies Act 1985 As permusced
by that Act, the separate financial starements have been prepared 1n accordance with UK GAAP formar  These
hinanctal statements present information for the company, not about its group, which 1s presented on pages 39 - 68

Basis of preparation
1he financial stacements have been prepared i accordance wrth apphcable accounting standards and under the

historial cost accounting rulus

Under section 230 {4) of the Companies Act 1985 the company 1s exempt from the requirement to present 1ts own
profic and loss account

Usnder FRS | the company 1s exempt from the requirement to prepare a cash flow statement on the grounds that a
parent undertaking inctudes the company i us own published consolidared financial statements

The company has taken advantage of the exemption contained in FRS 8 and has therefore not disclosed transactions
or balances with entues which form part of the group (or mvestees of the group gualifying as related parues)

Accountng pelictes
[ he following accounting policics have been applied consistently 1n dealing with items whuch are considered material
in relation to the financial statements, except as noted befow

The introduction of FRS 23 “The effects of changes in foreign exchange rates’ and FRS 26 * Finanaal instruments

measurement’ has had ro matenal effect in the current or prior years

Investments

Investments 1n subsidiaries are stated at cost less, where appropnate, provisions fo impairment

Share-based payments

The fair value of employee share option grants 15 calculated using a binomial model  The resultung cost 1s charged to
the income stacement over the vesnng period of the plans The value of the charge, which 15 immarerial, 15 adjusted
to reflect expected and actual levels of options vesting

Financial Guarantec Contracts
The company has nor adopted amendments to FRS 26 1n relaton to financial guarantee contracts which will apply

for periods commenciag on or after January 1, 2006

Where the company enters into financial guarantee contracts to guarantee the indebtedness of other companies
within 1ts group, the company considers these to be insurance arrangements, and accounts for them as such  In this
respect, the company treats the guarantee contrace as a conungent habtliny unnl such tume as i becomes probable
that the company will be required to make a payment under the guarantee

The company does not expect the amendments to have any impact on the financial statements for the penod
commencing January 1, 2006

The Quarto Group. Inc. Annnal Report 2006
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Notes to Company Balance Sheet
Year ended December 31, 2006

2 PROFIT {LOSS) ATTRIBUTABLE TO THE COMPANY

The profit (loss) for the financial year deale with 1n the financial statements of the parent company was £153,000
(2005 £(210,000)) As pernutted by Section 230 ot the Comparues Act 1985, no separate profic and loss accounc s
presented in respect of the parent company

3 INVESTMENTS

F0h

At Januarv 1, 2006 7,231
Additions 80
Loans repaid (158)
At December 31, 2006 7.153

The addinions comprise the puichase of the minoriy tnterest in Global Book Publishing Pry 1td




Notes to Company Balance Sheet
Year ended December 31, 2006

4 SUBSIDIARIES

The Quarto Group, Inc. Annpal Report 2006

NAMF PLACE AND DATE [SSUED AND EULTY PERCENTAGE  BUSINGSS
OF INC ORPORATION PAITY SHARF CaPlTAc HE D

Quarto Publishing ple Lngland 100,000 shaces of £1 each 100* Co-cdition
1 Apnl, 1976 Publishing

Quarrto Inc Delaware, USA 60 shares of no par vatue 100" Ca-edition
16 October, 1986 Publishing

Western Screen and Sign Frgland 1,500 shares of £1 each 100* Publishing

Limuted 24 November, 1261

Quarrto Magazines England 1,000 shares of £1 each 100 Publishing

Limuted 20 May, 1986

Regent Publishing Hong Kong 1,000 shares of HK$10 each 75 Co-cditton

Services Linuted 23 October, 1985 Publishing

Apple Press Limited England 100 shares of £1 each 100 Publishing
5 June, 1984

Quarto Australia Poy Led  Australia 8 redeemable preference 100* Publishing
14 September, 1981 shares of A$1 each and 103

ordinary shares of A$1 each

Premier Books Limited Mew Zcland 400,000 shares of 70* Publishing
27 September, 1996 NZ$1 each

RotoVision § A Swatzerland 1 500 shares of SFr$00 each 100* Co-edinon
18 July, 1977 Publishing

Rockport Publishers fac Massachuserss, USA 4,000 shares of no par value 100 Publishing
4 December, 1985

Rock Sales Inc Delaware, USA 85 shares of no par value 85 Publishing
13 December, 1972

Scafa-lornabene Art Detaware, USA 1,210 shares of no 100 Publishing

Publishing Co , Inc 29 June, 1987 par value

Walter Foster Delaware, USA 19,625 shares of 100 Publishing

Publishing, Inc 10 February, 1988 US$0 01 each

Global Book Publishing Austrahia 1,000 shares of 100* Co-eduion

Pty Limited 4 November, 1999 AS1 each Pubhshing

Creative Publishing Detaware, USA 100 shares of 100 Pubhshmg

internatienal, Ine 28 June, 2004 U550 01 each

Aurum Press Limuted England 382,502 shares of 80 Publishing
31 May, 1977 £1 each

1 ifettme Distributors Australia 100,004 shares of 75 Publishing

“The Book People’ 3 December, 1990 AS$1 each

Pty Linuted
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Notes to Company Balance Sheet
Year ended December 31, 2006

5  CREDITORS AMOUNTS FALLING DUE WITHIN ONE YEAR

2006 2005
L0a8 L0Q0
Amounts owed to substdiary undertakings 1,036 37
6 CALLED UP SHARE CAPITAL AND TREASURY STOCK
Detais of called up share capital and treasury stock are set out 1n notes 25 to 26 of the consolidated financial
statements
7 RETAINED DEFICIT AND OQTHER RESERVES
Paid in Profit and
surplus  loss account
£000 FA]
At beginnung of year 21,716 (15,235)
On shares 1ssucd during the year 24 -
Resulc for the year - 153
Equity sertled tramsactrons net of tax - 5
Dividends - {1,291)
At end of year 21,740 (16,368)




Notes to Company Balance Sheet
Year ended December 31, 2006

8 RECONCILIATION OF MOVEMENT IN SHAREHOLDERS FUNDS

Profit {loss) for the financial year
Dividends

Retamned (1oss) for the financial year
Issue of shares
Equity settled transactions net of tax

Net movement 1n shareholders” funds
Shareholders’ funds at January 1, 2006

Shareholders’ funds at December 31, 2006

9  CONTINGENT LIABILITIES

Conangent habilities are disclosed 1n note 29 ro the group awcounts

‘The Quarto Group, Inc, Anmal Report 2006

2006 2005
£000 £00o0
153 {210}
(1,291) {1,197)
{1,138) {1,407)
56 2628

5 6
(1,077) 1,227
7,194 5,967
6,117 7,194
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Five Year Summary

Results
Revenue

Operating profir
Profit before rax

Profit actributable to equity holders

Assets employed
Non-current assets
Current assers
Current ltabibities
Non-current habilities

Ntt assets

Financed by
Equity
Minoruty interests

Key stansncs

Earnings per share

Diluted earnings per share
Adjusted diluted earmings per share

IFRS

2005 UK GAAP
2006 Restated 2004 2003 2002
€000 £000 £000 £000 £000
93,613 95,038 79,750 74,623 74,735
6,932 6,789 7,007 5,965 6,031
4,637 4,566 5,392 4,873 4,880
2,800 2,615 3,734 4,559 4,337
20,396 23,717 22,052 12 246 9,251
75,996 78,069 57.016 50,608 51,509
(45,218) (32,222) (33,549) (24,303) (24,576)
{31,546) (49,817) (35,248) (30,463} {30,291)
19,628 19,747 6,271 8,088 5,893
15,951 16,062 3,584 5,652 3,387
3,677 3,685 2,687 2,436 2,506
15,628 19,747 6,271 8,088 5,893
14 3p i3 8p 20 8p 18 9p 20 1p
13 9p 13 5p 19 é6p 18 2p 19 3p
22 5p 21 3p 21 2p 21 2p 20 1p

The amounts disclosed for 2004 have not been restated for the prior period adjustment referred to n note 27 to these

Ftnancial Starements because 1t 15 not practical to do so

The amounts disclosed for 2003 and earler periods are stated on the basis of UK GAAP because 1c1s not practicable

to restate amounts for periods prior to the date of transinon o [FRS




