Houghton Mifflin Harcourt Company
Consolidated Balance Sheets

June 30,
2018 December 31,
(in thousands of dollars, except share information) (Unaudited) 2017
Assets
CUNTEINE BSSBES. .. e itttiee e e s ittt e e ettt e e e e et e e e e s et e e e e e sttt b e e e e e e s taeeeeeeaasbeseeeesaasasbeseesaantbaseaessntbesaeesaassbesaaeaanns
Cash and CaSh BQUIVAIENTS ........c.iiiiiiiieiie et eebe et eeenteennre e $ 30,709 $ 148,979
SNOM-EEIM INVESIMENTS .....ei et e et e e e s b e e e et e e e sate e e e raeeeesrbeeeanteeeennes — 86,449
ACCOUNES FECEIVADIE, NEL....iii ittt e et e e e e s st e e e e s e eab b e e e e e s etbareeeeeeanrees 293,693 201,080
INVENEOTIES ...t ie ettt ettt e e ettt e e e ettt et e e e s sbb b et e e s seab b et e e e s sasbebeseesssabbaessessaabbeseeessasbabeseesssarees 212,436 154,644
Prepaid eXpenses and OthEr @SSELS .........civiiiieiieiiiesie et sie e te et sae et e e e sbe et eesteennre e 30,888 29,947
TOLAl CUITENT ASSELS ....vvveeiiiee et ettt ettt e e ste e et e e et e et e e s tb e e e atb e e e snbe e e s teeeeasbeeesnnaaesnreeas 567,726 621,099
Property, plant, and @QUIPMENT, NEL.........veiiiirie e see e s rrre e e e e st e e s neeeenraeeeaeeeeennes 149,137 153,906
Pre-publiCation COSES, NEL........ccviiiieiie ittt e et e b e et e e te e srb e e teesnaeesteesnaeenseeaneas 341,474 324,897
Royalty advances t0 aUTNOTS, NEL.........cccviiiiiiieeiie st e et e e ta et e nteesnaeenbeeas 49,964 46,469
(€ T0T0To ATV | D TP OPRROPPP 783,073 783,073
Other iNtANGiDIE @SSELS, NEL... ..o ittt b e e b e et e e e beenree e 578,133 610,663
DETEITEU INCOME TAXES ... utveiieeiiitirieee i ecittt e e e e e et e e e e e st e e e e e sebbreeeeessiabbeeeeesabbaseeeesasbbbaeeeessbbasesessassreseeesanns 3,593 3,593
DLy (=T cTo oo T EST L] 22,598 —
(01 LT 1<) £ 28,658 19,891
TOAL ASSES ..vviiveiereiteete ettt e et ettt e et et e et e et e et e e st e et e et e e bb et e eateebeeaseabeeaseebeenteebeetesteesteereete e $ 2524356 $ 2,563,591
Liabilities and Stockholders’ Equity
CUTENT HADIITIES ....eeeieeecece et e e e et e e e b e e e et b e e e st e e e s sbbe e e aabe e e snbeeesbeeeeteeeesareas
ReVOIVING Credit FACHTTY ........cviiiieiiccice et b et $ 50,000 $ —
Current portion Of 10NG-tErM deDT ........coiviiiieiie e 8,000 8,000
ACCOUNES PAYADIE ...t e e e e et e e e e nae e nes 94,920 61,502
ROYAITIES PAYADIE ...ttt ettt ettt en e e 67,085 72,992
Salaries, wages, and cOMMISSIONS PAYADIE ...........ocueiiiiiiie e 39,938 54,970
DETEITEU FEVENUE ... oottt ettt e et e e e ettt e e st e e e e e bt e e e eateeeeabeeesabbeeeaabeeesabeeesbreeans 240,355 275,111
INEEIESE PAYADIE ... eveeeie e 293 322
Severance and OtNEE ChAIGES .......viiiiieiie et beesrbe e bee s 6,760 6,926
Accrued postretirement DENETITS.........ociei e 1,618 1,618
(1 LT T o1 FL =T 30,378 22,788
Total current HabiltIES ........veeiiie et 539,347 504,229
Long-term debt, net of discount and ISSUANCE COSES ......ccuvriiivireiiie et e e e e e saee e 757,922 760,194
LONG-termM AefErTEA FEVENUE ......c.vviiieeieie ettt ettt e ae et e st e e be e s tb e e teesnbeenreesnneesneeas 400,803 419,096
AcCCrued PeNSION DENETITS ......uviiiie it e e e et e e nnae e re e 23,476 24,133
Accrued postretireMeNt DENETILS .......coiiiii e 19,041 20,285
(Do) (= g =To T g [ol 0 g Lo = LTS PSUPR 28,144 22,269
(0 a L= g = o111 L PSRRI 21,364 18,192
0] I Lo T L 1= TR 1,790,097 1,768,398
Commitments and contingencies
Stockholders’ equity
Preferred stock, $0.01 par value: 20,000,000 shares authorized; no shares issued and outstanding at
June 30, 2018 and DecembBEr 31, 2017 ....cvveiiiiiee ettt —
Common stock, $0.01 par value: 380,000,000 shares authorized; 148,040,938 and 147,911,466
shares issued at June 30, 2018 and December 31, 2017, respectively; 123,463,904 and
123,334,432 shares outstanding at June 30, 2018 and December 31, 2017, respectively.............. 1,480 1,479
Treasury stock, 24,577,034 shares as of June 30, 2018 and December 31, 2017, respectively, at cost
(related parties of $193,493 at 2018 aNd 2017) ....cverieeiuirieiieierieeie e e (518,030) (518,030)
Capital in eXCeSS OF PAr VAIUE........cviiiii ittt aeabe e 4,885,520 4,879,793
ACCUMUIALEA TETICHT. ..ottt et be e (3,593,399) (3,521,527)
Accumulated other COMPreNENSIVE 10SS........civiiiiiiiiieie it (41,312) (46,522)
Total StOCKNOIACTS” EQUILY ..veeevvieiiiiie ittt ettt e st e e naeeas 734,259 795,193
Total liabilities and StoCKhOIAers” EQUILY .......veivereiiiieeiiiie e $ 2524356 $ 2,563,591




Houghton Mifflin Harcourt Company
Consolidated Statements of Operations

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

Costs and expenses

Cost of sales, excluding publishing rights and pre-

publication amortization ............cccceevevvevveiveinninsnscnseneens
Publishing rights amortization.............ccccceevvvviviniviinninnnns
Pre-publication amortization ...........ccceevevvennienniennenns

CoSt OF SAIES ...
Selling and adminiStrative ...........ccocooereiieineiiccceee
Other intangible asset amortization ............ccccocvevvcvniviinnnne
RESTIUCLUNING ... e
Severance and other Charges..........cooovinvineneiieieies
(Gain) loss on sale 0f aSSEtS.......ccveverereieriiere e

OPErating 10SS .....ccveveieieieieeeeece e

Other income (expense)

Retirement benefits non-service iNCOMe ..........cccccevveeevennen,
INTErESt EXPENSE ...viiiiecie ettt
INTErESt INCOME ...oviiiiicie e
Change in fair value of derivative instruments..................

L0SS DEFOre taXeS.....ccevvevveierieieieieeee e
INCOME taX BXPENSE ...ovvieiieiieeiie st

NEL LOSS.... ettt e

Net loss per share attributable to common stockholders

(Unaudited)
Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017
$ 375581 $ 393,051 $ 595,349 $ 614,968
166,012 175,693 272,921 283,229
8,148 10,867 18,238 24,265
27,599 29,758 54,315 57,335
201,759 216,318 345,474 364,829
174,152 167,037 325,006 324,261
7,051 8,128 14,292 16,204
33,393 — 37,268
2,075 213 6,018 1,419
(500) — 384
(8,956) (32,038) (95,825) (129,013)
320 872 640 1,744
(11,472) (10,547) (22,408) (21,000)
117 115 623 360
(1,097) 851 (725) 896
(21,088) (40,747) (117,695) (147,013)
2,184 6,120 6,888 20,512
$ (23,272) $ (46,867) $ (124,583) $ (167,525)
$ (0.19) $ (0.38) $ (1.01) $ (1.36)
$ (0.19) $ 0.38) $ (1.01) $ (1.36)
123,423,911 122,919,853 123,323,688 122,849,127
123,423,911 122,919,853 123,323,688 122,849,127




Houghton Mifflin Harcourt Company
Consolidated Statements of Cash Flows

(Unaudited)
Six Months Ended
June 30,
(in thousands of dollars) 2018 2017
Cash flows from operating activities
L 0T $ (124,583) $ (167,525)
Adjustments to reconcile net loss to net cash used in operating activities
L.OSS 0N SAIE OF BSSEES ...vvveiviiieriisiiiesie ettt st sttt st et et e e e e naereene e 384 —
Depreciation and amortization EXPENSE .......cvivrereririirieresieiereeseeeerese e sre e e saesreseesseseeseeseeseesessenns 127,205 136,188
Amortization of debt discount and deferred finanNCIiNG COSES .......ccoviviiriiriiniene s 2,091 2,090
DEfErTed INCOME TAXES ..e.veveitereiteseiteiete ettt sttt ettt sttt se et e sb e s b e s e ebe e ebe e ebe e ebeneebeneereneas 5,875 19,028
Stock-based COMPENSALION EXPEINSE .......ccueiuirtirteriereeieite ettt ettt sb bbb b b sb b sbe e e e e s e e e e eneas 6,122 5,475
Restructuring charges related to property, plant, and equIpMeNt ...........c.ccccviererieneierene e — 10,035
Change in fair value of derivative iNSEIUMENTS ...........couiiiiiiiii e 725 (896)
Changes in operating assets and liabilities
ACCOUNTES TECEIVADIE ...t e et ene s (92,613) (88,295)
LYl 01 (o] TSRS (57,792) (35,488)
OBNEE BSSEES. ...ttt ettt b bbb bt b s bbb bbb bbbt (5,472) (7,997)
Accounts payable and aCCrUed EXPENSES ........ccoiiireireiiee ettt (1,462) 11,505
Royalties payable and author adVanCes, NEL..........cocieriiiiiine e (9,623) (7,832)
DEFEITEA FEVENUE ... .ottt sttt sttt ne st e e e e s e s en e e e aneerenns (24,378) (35,511)
INTEIESE PAYADIE. ... .. ettt sttt e reene e (29) (83)
Severance and OthEr CRAIGES ......ccviv ittt e e ereens (1,274) 9,859
Accrued pension and postretirement DENEFits ... (1,901) (2,973)
OLhEr THADITITIES ... bbb bbbttt b s 12,911 12,218
Net cash used in operating aCtIVITIES ........cccvveiereiiieiiece e (163,814) (140,202)
Cash flows from investing activities
Proceeds from sales and maturities of Short-term iNVESIMENLS ..........cccviiiiiniienne e 86,539 80,690
Additions t0 Pre-PUDIICALION COSS.......ciuiiiiiitiitiie ettt bbbt e se et e e e eneas (62,182) (57,294)
Additions to property, plant, and EQUIPMENT ..........ooriiiiiie e (24,901) (26,534)
Proceeds from SAIE OF GSSELS ......cviiiiieie ettt sttt sttt neerennn 500 —
Net cash used in INVEStING ACTIVITIES .........ovviieiieiiceee s (44) (3,138)
Cash flows from financing activities
Proceeds from revolving Credit fACTHLY ........cc.oiiiiiiiii e 50,000 —
Payments Of [ONG-tErmM GEDL..........cv it e e renns (4,000) (4,000)
Tax withholding payments related to net share settlements of restricted stock units and awards ................ (1,093) (1,434)
Proceeds from StOCK OPLION EXEICISES......ccviiieiiitiieiieieie it e e e e e e te e resbestesbe st e besreste b e sae st ens e e e e eneereans — 512
Issuance of common stock under employee stock purchase plan ... 681 895
Net cash provided by (used in) financing aCtiVities...........ccococervernieneieneienee e 45,588 (4,027)
Net decrease in cash and cash eqUIVAIENTS ...........cccciiiiiiiiiiieii e (118,270) (147,367)
Cash and cash equivalents at the beginning of the Period...........cccoooiiiiiiie i 148,979 226,102
Cash and cash equivalents at the end of the Period ..........cc.coveiiiiiiciiic s $ 30,709 $ 78,735




Houghton Mifflin Harcourt Company
Non-GAAP Reconciliations (Unaudited)

Adjusted EBITDA

Consolidated
(in thousands of dollars)

INEEIESE EXPENSE......eieiiiieie ettt
INEEIESt INCOME ...
Provision for iNCOME taXeS........ccovrererienenie e
Depreciation EXPENSE .........cocereirieerieereesre e
AMOTItization EXPENSE .....cviveireiiieiie e
Non-cash charges—stock compensation ............c.ccccoeeereenns
Non-cash charges loss (gain) on derivative instrument...........
Fees, expenses or charges for equity offerings, debt or
acquisitions/diSPOSIIONS ........ccovevrueineriierese e
2017 ReStructuring Plan..........cccocevienninnineinecneseeseens

Severance, separation costs and facility closures ..................
Legal reimbursement .........ccocvcvvievevene e
(Gain) l1oss on sale 0f aSSEtS........cccvvvereieieierieree e

Adjusted EBITDA .....ciiiiiiiieree e

Free Cash Flow

Consolidated
(in thousands of dollars)

Cash flows from operating activities

Net cash used in operating activities.........ccccocervereennnn.

Cash flows from investing activities

Additions to pre-publication COStS..........ccccovverevinierennnne.
Additions to property, plant, and equipment....................

Free Cash FIOW.......cocooiiiie i

Three Months Ended June 30, Six Months Ended June 30,

2018 2017 2018 2017
$ (23272) $ (46,867) $ (124,583) $ (167,525)
11,472 10,547 22,408 21,000
(117) (115) (623) (360)
2,184 6,120 6,888 20,512
21,122 19,115 40,360 38,385
42,798 48,753 86,845 97,804
3,199 2,931 6,122 5,475
1,097 (851) 725 (896)
1,924 (288) 2,106 277
— 33,393 — 37,268
2,075 213 6,018 1,419
— — (4,500)
(500) — 384 —
$ 61,982 $ 72951 $ 46,650 $ 48,859
Six Months Ended June 30,
2018 2017
.................................. $ (163,814) $  (140,202)
.................................. (62,182) (57,294)
.................................. (24,901) (26,534)
.................................. $ (250,897) $  (224,030)




Houghton Mifflin Harcourt Company
Calculation of Billings (Unaudited)

Billings (in thousands of dollars)

Consolidated
Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017
[T BT= Y L $ 375581 $ 393051 3 595,349 $ 614,968
Change in deferred reVENUE.........cccvvvrvreie e 13,847 2,393 (24,378) (35,511)
BIllINGS (1) 1ot e $ 389,428 $ 395444 3 570,971 $ 579,457
Education
Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017
Core SOlULIONS NEE SAIES.......ceiveiiei i $ 152,063 $ 176,202 $ 213297 $ 241,577
Change in deferred reVENUE.........cccvveieieiie e 12,687 8,912 (12,123) (10,249)
Core Solutions BilliNgS........ccoviviiiireresiie e $ 164,750 $ 185114 $ 201,174 % 231,328
EXIENSIONS NEL SAIES ......vcvveeieiceeceee et $ 187,429 $ 174405 $ 309,227 $ 294,414
Change in deferred reVeNnUE..........ccooevieriiencene e 827 (6,594) (12,884) (25,051)
EXIENSIONS BIIINGS .....ouveiieiiiieiieese et $ 188,256 $ 167,811 $ 296,343 $ 269,363
Education Billings (1) ......c.ceeeiieiiiceceeeceeeeeeee e $ 353006 $ 352,925 $ 497517 $ 500,691
Trade Publishing
Three Months Ended Six Months Ended
June 30, June 30,
2018 2017 2018 2017
NEE SAIES....eeivii ittt $ 36,089 $ 42444 $ 72825 % 78,977
Change in deferred reVenUe..........ccoevieiienccise e 333 75 629 (211)
BilliNGS (1) 1.veiveiviieieeee e $ 36422 $ 42519 3 73,454 % 78,766

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

(1)  Prior to the third quarter of 2017, the Company only reported consolidated billings. To facilitate comparisons, the
Company has revised its historical presentation for the three and six months ended June 30, 2017, to also present
Education and Trade Publishing billings.



