Houghton Mifflin Harcourt Company
Consolidated Balance Sheets (Unaudited)

June 30, December 31,
(in thousands of dollars, except share information) 2017 2016
Assets
Current assets
Cash and Cash QUIVAIETIES ..........ccccruiirririiieireeeeeeessesessesissesess s sssss s sses s ssssssssssssssssssssssssssasans $ 78,735  $ 226,102
SHOTt-tEITN INVESTMEIIES .......eoveevieeieeeeeeeeeeeeeee et et et et et et eeeeteseeseeseeseeseeseeseeseeseeseeseeseeseeseeseeseeneeneereeneeneas — 80,841
ACCOUNTS TECEIVADIE, TET .......oviveeveeeeceeeteeee ettt ettt ettt e et eseese s eeseese et eeseeseeseenseneeseeneeneeneens 304,301 216,006
TIIVEITOTIES ...ttt ettt ettt et et ete et ae e s e eteeebeeaeeaseetsenbeeaseeaseeteenseenseeasenseenseessessseseennas 197,903 162,415
Prepaid expenses and Other ASSELS .........cvruvueeirieieeiririe ettt ettt asseseseesaenenens 26,147 20,356
TOAl CUITENE @SSELS.......ecveeveeeeeeeereeeeeeeeeeeeeeeeeteteseeteeseeseeseeseeseeseeseeseeseeseeseeseeseeseeseeseeseeseeneeneeneeneas 607,086 705,720
Property, plant, and eqUIPIMENT, NIEL .........ccceuiriiirieirieieietetere ettt ettt be e ebe s 157,083 175,202
Pre-publiCation COSES, NMEL .....oieveieeiiirieiiiirieeestet ettt ettt et se e s es e s esesenessesesenessesesenessesesensnsssesanens 317,336 314,784
Royalty advances t0 QULNOTS, TIEL ........c.c.eeueueueuiueueieueieieieieieteieteteteieteteteiebetetebebebebe bt bbbt bebesebebebebesebebesesenenene 48,965 43,977
GOOAWILL ...ttt ettt ettt ettt se ettt eae et et et eas s et ebessas et eseseas et et eseasesesesesssesessaseseseseanas 783,073 783,073
Other INtANGIDIE ASSELS, NET......cveveuiiririeieiirieeirtetetet ettt ettt st se sttt esesessesesesessesesenssesesenersssesenssssesanens 645,180 685,649
DEfEITEA INCOIMIE tAXES.......oeveveveeeeeriete ettt ettt et et ete et et eseese et et e s ensensens e sesseeseeseeseeseeseeseeseeseeseensereeseeneeneereens 3,458 3,458
(11T g 111 - OO 21,813 19,608
TOLAL @SSELS ....vvvieivererieeeteteteeeet ettt ettt et ettt seas et eseaeae et et eseaseseseseas et esesenssesesensseteseasesesereanes $ 2583994 $§ 2731471
Liabilities and Stockholders’ Equity
Current liabilities
Current portion Of 10NG-term debt.........ccoovrireirieieeiee e $ 8,000 $ 8,000
ACCOUNLES PAYADIEC ...ttt et ettt e et et esese e e tesene s ssesens s esesenessesesan 91,953 76,181
ROYAIIES PAYADIE ......ecvieiieieiiiieieicee ettt st s ettt s et ene st esene e esenenens 69,389 72,233
Salaries, wages, and cOMMISSIONS PAYADIE .......c.cvrvrvereiririeieirieeeeeeee et eees 43931 41,289
DELEITEA TEVEIUE ...ttt ettt e et e s e s e eseeseeseeseeseeseeseereeneereereeneereeneenes 242,793 272,828
INEEIESE PAYADIE. .. ...vvviiieiiieieicicici ittt ettt 110 193
Severance and Other ChATZES ..........ceirieirieieiieie ettt s et s st neeeees 15,854 8,863
Accrued postretirement DENETILS .........coveeieiririeeiceec et enenas 1,928 1,928
OhEr THADIIILIES .......vevieiiveveeiteteteeceeet ettt ettt ettt ettt ettt beteas et esesessebesesesseseteseaseseseseaseseseseanas 38,219 23,635
Total Current HADIIIES ........c.ooveieeieeieeieeeeeceee ettt ettt v ettt et eae et ere e ereeseeneeneeneeneenean 512,177 505,150
Long-term debt, net of discount and iSSUANCE COSTS........c.evrurrrreriririereiririeieetriereetrteeesetseeseseeseeseseesessesenens 762,466 764,738
Long-term deferred TEVENUE. .......c.eerieirieirieieieie ettt ettt ettt ettt b e ebe s 431,151 436,627
Accrued PEnSION DENETILS ......c.ccviieieieiiieieieiiretee ettt ettt s st e s e e st esene s eseseneesesenan 27451 28,956
Accrued postretiremMent DENETILS ..........ceiiririeiiieieec ettt ettt se s saesenan 20,616 22,084
DEfEITEA INCOIMIE TAXES.......eeveeveeeeeeerieteceeeteete ettt et et eteeae et eseeseene et e e ensenses e sesseeseeseeseeseeseeseeseeseesseneereeseeneeneereons 90,409 71,381
OhET TADIIILIES .....ovevivieiretctiietetet ettt ettt ettt ettt ettt s et eae st ebeseasesebeseasesesessnsesesessssseseseasseseseanas 20,879 22,495
TOLAl LADIIIEIES ........vvevieevetevceeetetet ettt ettt ettt et s et s et es et et eseaseseseseasseseseaseseseseanes 1,865,149 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 June 30, 2017 and December 31, 2016 ........ccivveeiiieeieriieiiieeesieeeereeeet ettt — —
Common stock, $0.01 par value: 380,000,000 shares authorized; 147,836,621 and 147,556,804
shares issued at June 30, 2017 and December 31, 2016, respectively; 123,259,587 and

122,979,770 shares outstanding at June 30, 2017 and December 31, 2016, respectively.............. 1,478 1,475
Treasury stock, 24,577,034 shares as of June 30, 2017 and December 31, 2016, respectively, at
cost (related parties of $193,493 at 2017 and 2016) .......c.eueeireereeirieieeireeieeeeee e (518,030) (518,030)
Capital in XCESS O PAT VAIUE ....cveuiiieeeiiieieeiie ettt se e s nenens 4,873,638 4,868,230
AcCUMUIALEA AETICIE .....veieieieeiiiieee ettt sesese e saesenan (3,585,865) (3,418,340)
Accumulated other COMPIENENSIVE LOSS .......cveveueuiririeiiirieieieirieee ettt esenas (52,376) (53,295)
Total StOCKNOIACTS” ©QUILY ..e.vveeerieiieieieieisieie ettt ettt es et e st s e e sesenens 718,845 880,040
Total liabilities and StoCKhOIders’ €QUILY ......ccveveveeeiririeeirieeceeeeereeeie et $§ 2583994 § 2731471




Houghton Mifflin Harcourt Company

Consolidated Statements of Operations (Unaudited)

Three Months Ended

Six Months Ended

June 30, June 30,
(in thousands of dollars, except share and per share information) 2017 2016 2017 2016
INEt SALES......ooiieieiiiieie et $ 393,051 § 392,042 $ 614,968 § 597,858
Costs and expenses
Cost of sales, excluding publishing rights and pre-
publication amOIrtiZation............ccecverveeverieeeereeeeeneeeeenes 175,693 173,466 283,229 278,984
Publishing rights amortization .............ccceceevvrevenerveneenenens 10,867 14,413 24,265 32,206
Pre-publication amortization.............cceceeeeerreveneseenennennns 29,758 31,315 57,335 59,596
CoSt OF SAES ...vveeieiieiieiieiee e 216,318 219,194 364,829 370,786
Selling and adminisStrative..........ocvevveeevereeciesiereeseeee e 166,165 184,479 322,517 353,154
Other intangible asset amortization .............ccoceverevereenennens 8,128 5,968 16,204 12,144
RESIIUCTUIING .....evenveeeieiieiiesieeie et 33,393 — 37,268 —
Severance and other charges...........cecevveeieeiecienierieseee 213 3,553 1,419 5,130
Operating LoSS......ecvevveeieriieierieieee et (31,166) (21,152) (127,269) (143,356)
Other income (expense)
INtEIESt EXPEISC...euvireieiieeieiieteetieieeeeeeeeeeeeeseeesseenaesseenaeneeas (10,432) (9,402) (20,640) (18,735)
Change in fair value of derivative instruments..................... 851 (619) 896 165
L 0SS DefOre taxes ....cccvevveenieeriieniieniierieeeieeee e (40,747) (31,173) (147,013) (161,926)
Income tax expense (benefit)........ccocveveeierircieneiieneeiens 6,120 (2,782) 20,512 31,613
NEE LOSS oottt ettt $ (46,867) $ (28,391) $ (167,525) $ (193,539)
Net loss per share attributable to common stockholders
BaSIC ..ttt e $ (0.38) $ (0.23) § (1.36) $ (1.58)
DIlUtEd ...oveeeeeieee et $ (0.38) $ (0.23) § (1.36) $ (1.58)
Weighted average shares outstanding
BaSIC ..ttt e 122,919,853 122,143,971 122,849,127 122,520,786
DIl ...c.veeeecieee et 122,919,853 122,143,971 122,849,127 122,520,786




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

Six Months Ended
June 30,
(in thousands of dollars) 2017 2016
Cash flows from operating activities
N LOSS . tutettetietietietiete ettt et et et et et et e st esb e st essestese et e eseesees e sees e s essessessessesb e st es s et b essese et e ese s e eseebeebeesenbenbessensenseneas $§ (167,525) $ (193,539)
Adjustments to reconcile net loss to net cash used in operating activities
Depreciation and amoTrtiZation EXPEIISE ........c.ceeeueruerueruerierertertertertentetestenteseeseesessessessessessessensensensenees 136,188 141,680
Amortization of debt discount and deferred financing COSES.........cvvvververirierieieieiee e, 2,090 2,090
DEferred INCOME TAXES......cuvveeeeeeeeeeee et ettt e et e e et e e et e e e e e e e e e e eaeeeeetaeeeeeeeeenteeeeeaneeeenseeeenreeeennneeens 19,028 29,252
Stock-based COMPENSALION EXPEIISE ...c.veruvereerreriieieetieteesierteetesseetessesssesseesesseessesseensesseesesseessesssensens 5,475 6,673
Restructuring charges related to property, plant, and equipment...........ccccceeeererienienenenenenenenenne. 10,035 —
Change in fair value of derivative INStIUMENTS ..........ccevverieriieienieeieseeeeee et seesee e seesaessesae e eeaees (896) (165)
Changes in operating assets and liabilities
ACCOUNLS TECEIVADIC .....eeieneieiieii ettt sttt ettt ettt ettt et e eae e sesneesseenaesseensenseensesseensennns (88,295) (91,073)
TIIVEIITOTIES vttt ettt e b e et b e st e bt e sabe e bt e sabeesbbeeabeenbeeenbeesaeesnbeenanes (35,488) (47,478)
OtHET @SSEES ..vevveuvieieetieteettet e et et et e et et e ste et e s st esaesseenseestenseessanseessenseansesseensesseensesnseseensensennsannes (7,997) (9,800)
Accounts payable and accrued EXPENSES .....c..evuerueruerieieieieieiiee ettt 11,505 12,137
Royalties payable and author advances, NEt ...........ccveveeieriieienieiere e (7,832) (3,422)
DEfEITEA TEVEINUE ...eovvieiiiiieiiictieie ettt ettt ett et e ee et e ene e st ensesseensesseesesssesesnsensennsenses (35,511) (17,365)
INEETESE PAYADIE ...ttt ettt (83) —
Severance and Other ChATZES.........ocveviiiiiieieeieee ettt 9,859 328
Accrued pension and postretirement Benefits..........cevveveirieriieierieiere e (2,973) (3,014)
(01141 T o3 1 1 5 TSR 12,218 4919
Net cash used in Operating ACtIVILIES .......verveeieriieieeiieieeieeeeeeseeeeestesee e eae e eesesseenaenens (140,202) (168,777)
Cash flows from investing activities
Proceeds from sales and maturities of short-term inVeStMENtS..........ccoeveriieieriieienie e 80,690 197,724
Additions to Pre-PUDLICALION COSS .....uiiruiriiriiiitieiieierteeiestt et et etesteetesteetesseesbesseesseensaseensesseensesseensesseensenns (57,294) (65,232)
Additions to property, plant, and EQUIPIMIENT .........c.ccoiririririneneet ettt (26,534) (56,238)
Net cash (used in) provided by invVesting aCtiVItIes ........cceevveeeereerierieriereeieseeevenieeeees (3,138) 76,254
Cash flows from financing activities
Payments of 1oNZ-teIm deDt........occiiriieiiieiciee ettt ettt ettt b et et reenne et (4,000) (4,000)
Repurchases 0f COMMON SOCK........oiuiiiiiiieiiiieie ettt ettt b e st eaeeseessessaessesssenseenneens — (51,018)
Tax withholding payments related to net share settlements of restricted stock units and awards................. (1,434) (1,039)
Proceeds from StOCK OPtION EXETCISES .....euveuteuteiiiiiriiriiriirtieteste sttt ettt ettt ettt ettt sttt 512 11,220
Issuance of common stock under employee stock purchase plan...........coccoecvevieieniiieniicereeeee e 895 1,113
Net cash used in fiNanCING ACHIVITIES .....eevvevieieriieieeiieieeeeeee ettt eaesse e e (4,027) (43,724)
Net decrease in cash and cash equUIvValents...........ccevieriieierieiiert e (147,367) (136,247)
Cash and cash equivalent at the beginning of the Period...........coceveririiiiiniiiiiiiiiiereeeee, 226,102 234,257
Cash and cash equivalent at the end of the Period ..........ccceeieriiriiirieeeee e $ 78,735 $ 98,010




Houghton Mifflin Harcourt Company
Non-GAAP Reconciliations (Unaudited)

Adjusted EBITDA

Consolidated
(in thousands of dollars)

Three Months Ended June 30, Six Months Ended June 30,
2017 2016 2017 2016
NETLLOSS .ottt ettt ettt ettt et eaae e ve e taeeare e e $§ (46,867) $§ (28,391) $§ (167,525) § (193,539)
INtErest EXPENSE ....eveviiieiiiiiiieeiiee ettt 10,432 9,402 20,640 18,735
Provision (benefit) for income taxes ..........cceeeverveecuereeseennennn. 6,120 (2,782) 20,512 31,613
Depreciation EXPENSE ......ceuveerreerreerieerieerieenireeieenieeereesieesanees 19,115 19,390 38,385 37,734
AMOTHIZATION EXPENSE..eeuvverurierireerienireeieenieeeieesieesteesiresreennns 48,753 51,696 97,804 103,946
Non-cash charges—stock compensation.............ccccceevevrneene. 2,931 3,670 5,475 6,673
Non-cash charges—(gain) loss on derivative instrument ....... (851) 619 (896) (165)
Purchase accounting adjustments.........c.ccceeveeeeveeeeecnencnnens — 1,236 — 3,088
Fees, expenses or charges for equity offerings, debt or
ACUISTEIONS ..vveveeeteie ettt (288) 812 2717 979

2017 Restructuring Plan..........ccocceeveeriieiieniiinieniceeeeee, 33,393 — 37,268 —
Restructuring/Integration ............coceeevevveienieieieeeenenenennens — 6,198 — 10,014
Severance, separation costs and facility closures.................... 213 3,553 1,419 5,130
Legal settlement .........coceeeiieiiienieeiienieeeeteeeeee e — 10,000 (4,500) 10,000
Adjusted EBITDA ..ottt $ 72,951 § 75,403 $ 48,859 $ 34,208

Free Cash Flow

Consolidated

(in thousands of dollars)

Six Months Ended June 30,

2017 2016
Cash flows from operating activities
Net cash used in operating activities...........coeeverveeennene, $  (140,202) $ (168,777)
Cash flows from investing activities
Additions to pre-publication COStS ........c.ccoevrerrereeeennenn. (57,294) (65,232)
Additions to property, plant, and equipment .................. (26,534) (56,238)
Free Cash FIOW ....oc.ooviieiiiciciciccceee e, $ (224,030) $  (290,247)




Houghton Mifflin Harcourt Company
Calculation of Billings (Unaudited)

Billings

Consolidated
(in thousands of dollars)

(in thousands of dollars)

Net saleS ..o

Change in deferred revenue

Billings.....coveevvinieiinieiciieicneeieee

Three Months Ended
June 30,

Six Months Ended

2017 2016

............................................................ $ 393,051 $ 392,042 $

2,393 20,616

$ 395444 $ 412,658 $

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