Houghton Mifflin Harcourt Company
Consolidated Balance Sheets (Unaudited)

March 31, December 31,
(in thousands of dollars, except share information) 2017 2016
Assets
Current assets
Cash and CASN BOUIVAIENTS............ucvrieeieeisiec ettt ettt et st et sesse s ete e sseneseeseneesensenens $ 149540 $ 226,102
Short-term INVESIMENTS ......vviiiieiie ettt st e e s ereae e 14,460 80,841
Accounts receivable, net of allowance for bad debts and book returns 167,194 216,006
INVEINTOTIES ..vevviivieie ettt ettt et et e et e e bt et eete et e sbt et e e beesbeshs et e e te e st e eheesbeebseabesabesbeers e beeabesbeereeabeenbesbeerneans 209,105 162,415
Prepaid eXPenses and OTNEE ASSELS.........ciiviiriiieiiiee ittt ettt ettt se e e ae et st e st sa s e e e aeebesbesbesrenbeeenns 23,339 20,356
TOTAI CUITENT ASSEES ....vvieiieeie e ittt e e et ee sttt e sttt e e ettt e e s ab e e e st eeeseabtesssabesesabeaesesbaeessbbesesabanesssbesesssbesesarenesans 563,638 705,720
Property, plant, and equipment, net 169,273 175,202
Pre-publication COStS, Net..........ccccevevveieeiiie e 318,061 314,784
Royalty advances to authors, net ..... 46,791 43,977
GoodWill.....oveveeriiiiceeccccee 783,073 783,073
Other intangible assets, net.... 664,175 685,649
DETEITEI INCOME TAXES ...vvietieteee e ettt e ettt e ettt e e ettt e s et e e sttt e e sateeeseseeeeseasesssabaeesssseeesaaseeesabesesssseeeesabesesteeesssbeesssbeeesasens 3,458 3,458
(@1 LTSI TSRO 19,598 19,608
I LT R $ 2,568,067 $ 2,731,471
Liabilities and Stockholders’ Equity
Current liabilities
Current portion Of [ONG-tEIM AEDL ........oviviiiieiii et $ 8,000 $ 8,000
Accounts payable 99,446 76,181
Royalties payable 53,243 72,233
Salaries, wages, and commissions payable 19,085 41,289
Deferred reVENUE..........oovvveeeeceee e 251,250 272,828
INEEIESE PAYADIE ...ttt ettt Rttt r ettt ae e 105 193
Severance and Other CAIGES ........cvi ittt sttt eee s 5,606 8,863
Accrued postretirement benefits 1,928 1,928
(O LT T oYL FL (T PSRRI 25,572 23,635
Total CUITENT HADIIITIES. .....veiiieiii et e s sb e e e s eaba e e s sab e e s sabeee e 464,235 505,150
Long-term debt, net of diSCOUNt AN ISSUANCE COSTS........c.eruiruiriiiiiieiicicrie ettt 763,602 764,738
LONG-EIM EFEITEU FEVENUE ......ouiiieieeti ettt b bt bbbt bbbt et e e bttt sb e bt eneens 420,301 436,627
Accrued pension benefits............. 28,202 28,956
Accrued postretirement benefits .. 21,053 22,084
Deferred income taxes.... 85,059 71,381
Other liabilities.........cccvevevvvenn. 22,196 22,495
TOLAL DTS ... .ecveieecee et st e et s b e et e et et esbe et e sbeeabesreeseesreantens 1,804,648 1,851,431
Commitments and contingencies
Stockholders’ equity
Preferred stock, $0.01 par value: 20,000,000 shares authorized; no shares issued and outstanding at
March 31, 2017 and DeCembBEr 31, 2016 ........ooiiiviiiiiiiieiiiie ettt — —
Common stock, $0.01 par value: 380,000,000 shares authorized; 147,741,279 and 147,556,804 shares
issued at March 31, 2017 and December 31, 2016, respectively; 123,164,245 and 122,979,770 shares
outstanding at March 31, 2017 and December 31, 2016, reSpectively .........cccvvvvvererieieienineisiese e, 1,477 1,475
Treasury stock, 24,577,034 shares as of March 31, 2017 and December 31, 2016, respectively, at cost
(related parties of $193,493 at 2017 and 2016) (518,030) (518,030)
Capital in excess of par value 4,870,966 4,868,230
PN o0 g [T EN =T o =) o] SRR TRRTRRR (3,538,998) (3,418,340)
Accumulated other COMPIENENSIVE 10SS ........c.oiiiiiiriiieieeee et sb e (51,996) (53,295)
Total StOCKNOIACTS” EQUILY .....vivirititeieii ettt et 763,419 880,040
Total liabilities and StoCKNOIAErS” @QUILY ........erirrirreieiiiiiiere et $ 2,568,067 $ 2,731,471




Houghton Mifflin Harcourt Company
Consolidated Statements of Operations (Unaudited)

(in thousands of dollars, except share and per share information)

NEE SAIES ...t

Costs and expenses
Cost of sales, excluding publishing rights and pre-

publication amortization...........cccocevevvvviriieeiesese e
Publishing rights amortization ............ccccceevevevciiienninannns
Pre-publication amortization.............c.ccccveveveeveiiciennieennns

COSt OF SAIES ...
Selling and administrative...........c.ccoevvneiiiicisceees
Other intangible asset amortization............cccccoeevvenciinenes
RESITUCTUNING ....vvevveie et eneas
Severance and other Charges........cocvvvvieeve e

OpPerating l0SS......ccveveieierinere e

Other income (expense)

INTErESt EXPENSE....eiiiiii ettt
Change in fair value of derivative instruments ...................

L 0SS hefore taxes........coovvereineneneese e
INCOME taX EXPENSE......viiviiviiirieirie e

NEE 0SS ..ottt

Three Months Ended

March 31,

2017 2016
$ 221917 $ 205,816
107,536 105,518
13,398 17,793
27,577 28,281
148,511 151,592
156,352 168,675
8,076 6,176
3,875 —
1,206 1,577
(96,103) (122,204)
(10,208) (9,333)
45 784
(106,266) (130,753)
14,392 34,395
$  (120658) $  (165,148)
$ (0.98) $ (1.34)
$ (0.98) $ (1.34)
122,777,615 122,897,601
122,777,615 122,897,601




Houghton Mifflin Harcourt Company
Consolidated Statements of Cash Flows (Unaudited)

Three Months Ended

March 31,
(in thousands of dollars) 2017 2016
Cash flows from operating activities
NBE LOSS ...ttt ettt ettt e ettt e et et e se et et et et ebese et et e se et ebens et et e s et ebene et et e reeaebere et etere e ebeneetanes $ (120,658) $ (165,148)
Adjustments to reconcile net loss to net cash used in operating activities
Depreciation and amortization EXPENSE........cueiverieiereresieeeeeesresesteseseesseeesse e srestesseaseeseeseessessessens 68,321 70,594
Amortization of debt discount and deferred finaNCING COSES ........cccvivieeiierieieie i 1,046 1,046
DETEITEA INCOME TAXES .. .vevveteiteieieite ettt sttt ettt b ettt e et st st b e st bbbt e s e et st ene st e ene st e 13,678 33,298
Stock-based COMPENSALION EXPENSE ....c.vcuveieiirieriestese et e et e steste e e ese e e et e teseesbesteste e e eneeaeseeneeseenrens 2,544 3,003
Change in fair value of derivative iNStrUMENTS...........ccoriiiiiiiirc s (45) (784)
Changes in operating assets and liabilities
ACCOUNES TECRIVADIE ...t bbb e b e 48,812 72,709
INVENTOTIES ..ttt bbbt b ettt bbbt b bbbttt nb et nb e (46,690) (50,620)
OBNEE BSSBLS ...ttt ettt ettt et b bbb bbb st eb bbbt b e h et b et b r e b nes (3,366) (3,090)
Accounts payable and aCCrued EXPENSES ........ccirviiriiriiireeise et 2,057 (12,744)
Royalties payable and author advancCes, NEL...........cccveeiieiieeiie i (21,804) (25,516)
DETEITEA FBVENUE........eiciie ettt s e te et e e e et e e st e s teeste e teesteestesnnesneens (37,904) (37,981)
INErESt PAYADIE ... e (88) —
Severance and Other CRAITES ........iii et ee e sreesreesreenaeeneenees (3,546) (469)
Accrued pension and postretirement BeNeTits ........ccccvviiiiiicc e (1,785) (1,574)
(01T g T o] 11 TR 3,550 4,526
Net cash used in operating aCtiVItieS .........cccccevieiieiiee i (95,878) (112,750)
Cash flows from investing activities
Proceeds from sales and maturities of Short-term iNVESIMENtS ..........cocvvivviiieieiese e 66,240 130,339
Additions t0 Pre-pUBLICALION COSES ........oiiiiiiiii bbb (27,860) (32,784)
Additions to property, plant, and EQUIPMENT.........cciiiiiiie e (17,170) (24,837)
Net cash provided by inVeSting aCtiVItIeS ...........cooviiiiiiiiiice e, 21,210 72,718
Cash flows from financing activities
Payments Of [0NG-terM AEDT........ccvoieece et e e (2,000) (2,000)
Repurchases 0f COMMON SLOCK........ccuiiiiiieie ettt et e e esae e te e s ra e reesteaneesnee s — (30,998)
Tax withholding payments related to net share settlements of restricted stock units and awards................. (789) (1,039)
Proceeds from StOCK OPLION EXEICISES .....c.viiieiiie e ettt e e te e e e s taesba e beeseeaneesnne s — 7,582
Issuance of common stock under employee stock purchase plan ... 895 1,113
Net cash used in finanCing aCtiVItIeS .........c.covviiiie i (1,894) (25,342)
Net decrease in cash and cash eqUIVAIENES ..........c.ccoiiriiiiiniii e, (76,562) (65,374)
Cash and cash equivalent at the beginning of the Period ... 226,102 234,257
Cash and cash equivalent at the end 0 the PEriod ..........ccviiiiiiii e $ 149540 $ 168,883




Houghton Mifflin Harcourt Company
Non-GAAP Reconciliations (Unaudited)

Adjusted EBITDA
Consolidated
(in thousands of dollars)

Three Months Ended

March 31,
2017 2016

Net loss $ (120,658) $ (165,148)
Interest expense 10,208 9,333
Provision for income taxes 14,392 34,395
Depreciation expense 19,270 18,344
Amortization expense 49,051 52,250
Non-cash charges—stock-compensation 2,544 3,003
Non-cash charges—gain on derivative instruments (45) (784)
Purchase accounting adjustments — 1,852
Fees, expenses or charges for equity offerings, debt or acquisitions 516 167
Restructuring/Integration 3,783 3,816
Severance, separation costs and facility closures 1,347 1,577
Legal settlement (4,500) —

Adjusted EBITDA $ (24,092) $ (41,195)

Free Cash Flow
Consolidated
(in thousands of dollars)

Years Ended March 31,

2017 2016
Cash flows from operating activities
Net cash used in operating activities $ (95,878) $ (112,750)
Cash flows from investing activities
Additions to pre-publication costs (27,860) (32,784)
Additions to property, plant, and equipment (17,170) (24,837)
Free Cash Flow $ (140,908) $ (170,371)




Houghton Mifflin Harcourt Company
Calculation of Billings (Unaudited)

Billings
Consolidated
(in thousands of dollars)

Three Months Ended

March 31,
2017 2016
Net sales $ 221917 $ 205,816
Change in deferred revenue (37,904) (37,981)
Billings $ 184,013 $ 167,835

Billings is an operating measure utilized by the company derived as shown above.



