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BUSINESS REVIEW 3

Hear Shareholder:

We have achieved a great deal in 1997, despite some setbacks, in what has been a difficult period for the
publishing indusiry. We have made a number of important changes internzlly. We have restored the UK
publishing services side of sur business to health. We have overcome the less of significant business from
our major cusiomers by substituting new business. We have improved aur financing by arranging a sub-
stantial, internationally syndicated five-year credit facility. We have fscussed more effort on cur working
capital needs and have much improved upun'_our anticipated year-end deht position. We have tackled over-
head, with the dual purposes of reducing eosts and increasing the focus on priorities. Much remains to ke
done to improve the poerer performing areas of our business in 1998. These are all being addressed.

Atlter five years of steady growth, frem 1882 to 1996, during which Quarto's sales doubled and
operating profits rese by more thkan 110%, | am disappeinted that [ have to report an interruption in 1887
On marginally-increased sales of £61.8 million (1996: £80.6 million), operating profit was £6.2 million
{1996: £8.15 million}, and profit before tax was £4.2 millien (1996: £7.8 millien}, with earnings per share
of 13.2p (1896: 26.5p). There are also exceptional costs of £1.09 million to cover the discontinrued activi-
ties of Atlas, Strange Matter, ard Packaged Gords, and a charge of £0.22 million in respest of the goodwill
written back on Atlas. The non-cash element of these exceptional costs is £0.38 million. Prafit for the year,
after tax, exceptional costs, and minorities, was £1.8 million {1996: £5.4 million) and the Board is recom-
mending a final dividend of 2.3p (1898: 5.8p) f{or = total of 4.5p (1996: 8.0p) to be paid on May 5, 1998 to
sharehalders on the register on April 3, 1958.

(Quarto's business is world-wide and multi—;:ﬁrrency. We were prepared for the volalility of cur-
rencies, but not for the wholesale realignments that took place during the year, first, with the dotlar and
sterling vis-a-vis other major currencies, and second, with the collapse of some of the east Asian
economies and markets. These affected us very adversely in & number of ways: translation of overseas
results into sterling; reductien in margins in the business we did in a number of our major werld markets;
and, inability to achieve sales expectations in some areas because of pricing problems.

In our core co-edition book publishing divisian, the average life of our hoaks is well aver four
years. Investment decisions on new litles are based on the conservative presumption of a three-year lie.
Current currency problems are likely to extend that tife by postponing co-editions, but we have nst adjust-
ed our accounting policy. This means that in 1997 we have been writing oif our investment against lower
sales than we anticipated.

in 2ll, we fell short of gur operating profit target by £4.5 million, and currency factors account
for £2.5 million of this. The publishing services division performed to target, but bosk and magazire pub-
lishing were down by £0.7 million, and art print publishing by £1.3 mitlion.

Debt at year end was £23.7 million, down from £26.6 millien at the interim stage, and was
lower than our internal projectiens. interest cover was 3.2 times and, with earnings before interest, tax,

depreciation, and amortisation of £12.7 million, we were well within our banking covenants.
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CO-EDITION BOOK PUBLISHING

Sales were slightly down at £39.4 million, and the operating profit was
£4.7 million. We have established a very demanding beachmark perfor-
mance target for this division of operating profils at 15% of sales, which
was achieved tn 1896. This gives an excellent return on investment and
is well above industry expactations. Despite an excellent performance by Bockport,
good advances by RotoVisien, and a great achievement by Design Eye in replacing
virtually all the sales from its key customer, representing 30% of its 1995 turnover,
the divisien was let down in 1397 by peor results a} Quario. The tmpact of our
strong operating currencies was felt generally throughent the division, but nowhere
more so than at Quarts, which has the widest spread of custamers, and the deepest

exposure ta international markets, with mare than 85% of its business in currenciel

other than sterling.
Bver the past four years, since Roekport has concentrated on publish-
Ing rather than distribution, its sales and profits have Increased by 140%, and
major investment has heen made in the publishing list, and in expanding ang train-
ing the managerial, supervisory, creative, and accounting stafis,

CAPRICIOUS GUISINE 1997 was a banner year for Hockport as sales reached §8.8 mii-
We produce a large num- lion, and aperating profits leapt ta $1.5 million, with particularly
ker of cookhooks each strong gains in its domestic US business. RotaVision expanded is
year, from the innovative own publishing program substantially, and added to its {raditional
Fridge Fun magnet cook- high priced professional annuals, a line of more moderately priced
hoeks ta the weightier "educational” books, finding a nicke between existing instruction-
Gourmet Atlas, with al books and the more immediate appeal of magazines, Sales
much that is exotic and increased by over 20% and operatirg profits were doubled at $0.8
unusual in batween. million. At both Bockport and RotoVision, higher reprint

sales endorsed the publishing strategies. Asta is an impar-
tant market, but the impact on results in 1997 was not significant.
At Design Eye, substantial sales were lost with the
Penguin Putnam merger, These were replaced with sales ta new
customers, and the impact on the bottom line was well con-
tained. In all, Design Eye's customer base almost doubled during
the year, and sales were broadly unchanged, Currency factors
and the extra cosi of tncrzased staff in the creative and sales
areas to cope with the growing demand iniernationally for
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Dlesign Eye’s inrovative, thres-dimensional bosk creations, resulted
in a declire in operating profits to £1.3 milllon. Design Eye has
also altered its husiness strategy, in order to evercome the man-
ufacturing problems that can accompany the iritial preduction
run of these complicated projects. Instead of huilding up a large
number of initial orders first, projects are now put into produc-
tior based vpon an initial order. In this way, the manufacturing
kirks can be worked out in a more considersd manner. For
example, the initial order for The Three Little Pigs kit was far 50,000 copies, deliv-
ered In late 1957, Based on its runaway success, Design Eye has already taken
orders for a further 225,000 coples to be delivered in 1998, A serles of pre-schoal
kits, Let's Start, launched in September, is expecled ip pass through the million copy
mark in 1398, o

I have reported before on the management problems at Quarts
Children's Books. These were addrassed in 1897 but the recovery is taking Hme.
The major market is the United States and, in common with many other publishers,
we experienced softness among our trade publisking customers, countered by very

considerable buoyancy in tha direct selling and speciality markets.

HUMORBUS HABYTATS In addition, the manufacturing preblems of co-ordinating very com-
Children can enjay plex projects have not been reselved satisfactorily, and Quario
the houses we have Children's Books will experiment with adopting Design Eye's new
huilt for them and approach. Erormous changes in management, staff, and proce-
adults find our mano- dures took place in 1387, but they were fnsufficient to rectify mat-
graphs on architecis ters by the year erd. However, there was a dramatic impravement
very enlightening. in meeting delivery dates, some of this achieved by cancelling or

deferring a number of projecis. New title output fell by 25%.
Overall, turnover was down by 6%, and would have been considerahly lower but for
the strong sales of reprints, which are, of ceurse, arguably the most important indi-
cator of the quality and value inherent iz a publishing list. Sales of Quarlo
Children's Beoks' pre-school series, Fit-A-Shape, are now approaching two million

. coples, in just over three years.

Duarts Adult also suffered in the United States, with takeovers and
margars causing & hiatus in decision making by some customers. In addiion,
though, Quarto Adult was the victim of its own success. Instead of reirvigorating its
publishing program in new directions, too rmuch emphasis was placed in areas tra-
ditiorally strong for Quarto, and excessive specialization contributed to & fall in
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sales. A new publisher was appainted in October, and her energy and enthuslasm,
toupled with the guiding hand of the founding partner, Beb Morley, Greup Creative
Director, is beginning to have an effect. Quarto Adult's performance was severely
down in 1997, with turnover off by 16% and profits down by £1.1 millian. Profits

1

" were still almost 10% of salas, well abhave the industry norm, demonstrating its ?
solidity, even in &n "nff* year. Of all the publishing lists within the !

cg-edition division, Quarto Adult has been most adversely affect- {
ed by currency changes, because it has the widest spread of
sales Internationally, Margins were squeezed significantly, and

it was difficult to cenclude certain co-edition deals, leading to a fail-

ure to meet sales expectations. But there were signifcant positive
developments as well. The 1997 publishing program was broader than in

the immediately precedirg years, creating potential for more reprints, and this ’
15 already being achieved. A great deal of work went into new projects to ensure that
thelr international appeal was not Anglocentric, readership was targeted more care- §:
fully, and solid and innavative approaches were taken. The new publisker kas
braught a fresh losk to the aldest operating business within the Giroup, and has mads
changes that eliminated excess overhead and refined the focus of the list,

Building upen the incressing success of its Pridge Fun serles, of which

twe million coples have now been sold in less than three years, [uintet Publishing
ircreased sales in 1997 and operating profits rose to £0.95 million. The progress
made was on zll fronts. Hevenue and profitability per new title
increased and, by squeezing marging, Duiniet was able to enlarge {ts  AERIAL ACTIVITIES
considerable ioreign language co-edition base. In addition, Quintet's  High flying publishing
publicher embarked on Initiatives to rework old material to which  successes include earth
Guintet holds the copyright, and to build a male-orfented list, both of  bound subjects, such as
which will produce results in 1998, Quintet's list has been strengthened  snowhboarding, and
and is now recognized as being of high quality. nore ethereal titles on

Packaged Goods setiled its litigation with HarperCollins and the stars, the sun, and
the licensor of Peanuts. The Peanuts license was not a success, and the  the maon.

:

settlement has avoided an expensive and time-consuming trial. An g

unfortunate chapter has been closed, but not without cost, Operating losses were ‘i

0.2 miltian, an adverse swing of §0.5 million. Packaged Gonds has also discontin-
ued its new publishing program, leading 10 2 reduction in its sales of $3.75 million.
Quantum Books exists to explait the capyrights in older iifles that are

rot activaly being marketed by the originating publishing list. In a few shart years 7
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it has built up a good business with publishers and distributars around the world.
Its performance in 1997 was held back by seft markets in the United States and the
UK. Sales into Europe increased.

BOOK AND MAGAZINE PUBLISHING

The Group publishes books, and 2 magazine, in the US and the URK, under itve
imprints. The largest is Boak Sales, located in New York, and publishing for the
American market. The boek and magaziﬁe publishing division had sales of £23.5
million, and operating profits sf £1.7 million. This was a good achievement, but is
below our target of 10% of sales.
Book Szles continues to grow. The marketplace was gererally seft. éy

paying careful attention to the size of print runs, and by goed inventory caontrol and
successful publishing decisions, Book Sales praspered in a giificult year for the book
trade. The work of the last several years to impreve operations has cer-
tainly paid off. Walter Foster, which is America's leading publisher of ~ INTERESTING INTOXICANTS
art instruction books sald in the art and craft market, shifted strategy, Backs on Porf, Vodka,
establishing an in-house creative team, and early benefits came through ~ Cognac, and Wine have been
in 1897. The publishing program involved BB new praducts, and Walter  added to our successtul
Foster added the Muppets to its existing Disney, Warner, Marvel, and  Companion series, Whether
other valuable licenses. Sales to the core art and craft marketplace enly  you drink to celebrate ox to
grew slightly, as new producis take time to get established in this very  drown your serrows, we can
traditional market, and most of Walter Foster's new products were intro-  give helpful advice!
duced in the second kalf of the year, With the core titles in the Walter
Foster list still in print alter 50 years, we are comfiortable at the progress made ia
1997. Co-edition international sales are increasing, and domestic sales in the IS to
the boagk trade kave been {aken on by Book Sales, with rapidly improving results.
Overall, seles increased by 20% and operating prafits doubled to $500,000.

Broughton Hall maintained its sales, but management was slow o recognize

that the bueyant US economy dictated a change in its publishing program.
Corrective ection has now been taken and, since the beginning of this
year, new management has been installad, with a hrief to make ths

necessary changes. This involves changing the emphasis of the pub-
lishing program, professionalizing the media buying function, and intro-
ducing a much more aggressive sales approach.
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In the UK, the Apple Press broke even fer the first time, and the Artists &
lustrators Magazine beaefited by bringing Us annual Fine Arts Materials
Exhibition back to London from the NEC in Birmiagham. The magazine's sales and

readership increased, and attendance at the annual show was at a

WATERY WHEREABOUTS record, This effort of relocating the show, while egstly in market-
Fram the Coastal Guide ing terms, was worthwhile, and London will be iis permanent
to New England, to our venue, The UK book trade is in a more robust state than It was a
broad program of pub- year ago, but remains cautiovs about marketing its products ener-
lishing marine images, getically, with the exception of a few price promotions. The more
we speed an the surface determined entry of the big American book retatlers may shake up
of the waves. what is still a rather staid retailing atmosphere. Apple has heen

publishing Quintet's Fridge Fun range in the UK, and has alsa

taken on the Walter Foster list. Both of these have sold successfully into garden cen-

tres, gift shops, cookware shogs, and department stares, spening up much new
busingss, and paving the way far good expansion in 1998.

ART PRINT PUBLISHING

1997 was a very disappolnting year. We publish art prints in New York, San Diega,
and Sydney. Following a strategic review of the businesses, late in the year, we
decided that each of the businesses required substantial overhaul. Thair activity is
right 2t the heart of The Quarto Group's involvement in publishing in the art and art
Instruction areas. Historfcally, the busiresses have demonstrated that they can sus-
tain & high level of prefitability, of the order of 15% of sales. We are determined to
get them back on caurse, fallowing 2 year in which they have, collectively, con-
tributed & small loss on sales of $13.7 million. In all three instances we identified
common problems of tired and poar publishing decisions, reliance on outdated sales
appreaches, and a lack of focus. -

Secafa experienced some management turmoil in 1997.
Following the retirement from full-time employment of its presi-
dent, Art Castillo, {who remains involved with the Group en a
part-time basis) we made a poor selection as his successor,
With the appointment of a new prestdent, the move {0 2 new and
more efficient warehause, the enharcement and relocation of
its publishing staff ta New York €ity, and a focus on the upper
end of its market, we expect Scafz to return to the level of sales




4

AL

L ooy

v
Uog g T

g

1



o

i :
Y o
:{7&%453%




14 BUSINESS REVIEW

and profits # has achieved historically. There was a great deal of change, too, at
Pront Line, in San Diego, and by the end of the year we had a vigorous new {eam
in place. Much had to be done to refocos the business. The children’s Helion pub-
lishing program, which consumed an engrmous amount of management time, emo-

tion, and financial resources was discontinued. The previous management had

attempted to "fix" problems in the core business by turning to alternative activities. 3
This has ali beer stripped away, and the new president and creative ..
director have a clear sense of where they are taking the business. Costs ~ ‘FHERAPEUTIC THESIS :
have been reined in, 2 more aggressive sales approach has been intro- After you have i
duced, operation deficlencies have been gvercome, and the publishing  henetited from our F
pragram is being revived. ' Gomplete Book of 4

In Australia, the action taken has been even more radiczl,  Relaxation Technigues, ]
teking us back te our rosts. In 1989 we started with an art print pub- *  try Start éculp!ing. 3

lishing business. We then acquired a couple af aur distributors, merged

them all together, and, following the departure of the arl print publisher, put the
head of distribution in charge of the entire operation. This was a bad decisian. [t had
a negative impact on the distribution business, &nd brought nothing positive io the
publishing side. fuarts Australia recorded a trading loss of £140,000 ir 1937, and
we have additionally wriiter down the inventory by £350,000. Since November, we
have split the bustness into is constituent parts and Lave installed young and capa-

ble management in both areas.

PUBLISHING SERVICES

With szles of £10.7 million, and operating profits af £1.05 million, the publishirg
services division was right on target. As | have explained in the past, this divisian,
thraugh Regent in Hong Kong, and ProVision in Singapore, provides benelits nat
adequately reflscted in the consclidated turnover, as ans-third of their work is for
other group businesses. Once agzin, they had & good year, and adroit leader-
ship has kept them in a strang positian, despite the turmoil raging in East Astan
markets. As they own no preduction facilities themselves, and thelr cusiomers

are largely in the West, paying in dollars or sterling, they are not adversely
expesed 1o the econcmic problems of the region. Te the extent that our

presence in the area, and strong local and international reputation i
“¥  allow us to drive better bargains, the Group as a whole will hen- j,

efit from the current developments.
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16 BUSINESS REVIEW

['am pleased to report that our UK-based publishing services business-
es are na longer making losses, and we can now look forward to & much brighter
future. AP did particularly well, easily absarbing the extra costs connected with its
eerlier move ta new, expanded, premises and, by the end of the year, Western was
well on the way to good health. We have finally exited from the photographic pra-
cessing aad digital imaging areas, which were a major drain on resources,

PROSPECTS

The Board has reviewed tha Broup's earporate strategy. As a result of this review,
we have determined to focus our resources en areas of publishing activity where we
have fraditionally been strong. These tnvolve the canceptian angd creation of books
and products, sultable for wide sales inigrnationally, where the bulk of the tradi-
tional marketing and sales effort to the end user is carried out by licensees and dis-
tributors. This ts very much the low-profile and low-risk erd of the publishing
industry, so much so that we are rarely identified with the success many of our
books and products enjay. Occasional setbacks aside, we have been more consis-
tently good at this than any other firm in the industry.
We took some hard decisicns in 1997, in discontinuing
a number of significant activilies which were probvlematic for the
Group, In addition to the exceptional costs associated vwith these
decisions, we absorbed ahout £8.75 million in nan-

DISCREET DIVINATION recurring trading losses and excess overheads in

Whether you prefer 1o thess, and other, greas of our husiness. 0f course, there always are
read tea leaves, or initiatives that disappoint, and unanticipated lasses that have to he
fallow astrolegical indi- absarbed, but the pain in 153937 is unlikely to be repeated.

cations, or learn to tell This, together with the benefits that will flow irom the
fortunes, nur books ection teken, in-the last quarter of 1997, s bring dowr overheads,
tan give you insight place us in a good position. The Asian turmoil and the continyed
into the future, strength of the doliar and sterling remain problems, but gur major

markets are buoyant and we know what it takes to increase pur
business in them, Many of the continental European markets are in better shape
now than a year ago, and early indications are thai we arg picking up business at a
reasonable pace. Trading in January has heen generally encouraging. Szles are
modestly ahead but, in truth, Jenvary is a quiet month. With a better focus in each
of our operating units, and new leadership ir some of those that had problems in
1397, we can look forward to an overall improvement in 1338,
The Board has derided to seek authsrity to buy in up to 15% of the com-
pany's shares.

Laurence F Orbach
February 17, 1998
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JUDICIOUS JUGGLING
Recognizing ihe need to
utilize our cash
resources effectively,
we appoinied a
Treasurer at the

beginning of 1997.
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FINANCIAL REVIEW oF 1997

GHIEF FINANCIAL DFFICER’'S REPORT

Operating Performance

Sales for the year ended 31 December 1997 were £81.8m, an increase of 1.5% compared to 1996 (£80.6 million). The impact of currency
lras masked an underlying volume growth. Sales at constant currency rates would have amounted to approximately £87.2m. an increase of
8.2% compared to 1996, Operating profits were £6.2 million (7.6% of sales) (1996: £9.] million (11.3% of sales)).

An analysis of the operating performance by division is given below:

1997 1996
Sales Operating Profit Sales  Operating Profit
£0060 £600 £000 £000
Co-edition Pablishing 39,415 4,675 (11.9%) 38,561 6,679  (16.9%)
Book and Magazine Publishing 23,487 1671 (7.1%) 22,095 1,893 (8.6%)
Art Print Publishing 8,248 (105) (-} 8,932 L040  (11.6%)
Publishing Services 10,670 1,048 {9.8%) 10,031 376 (3.7%)
Group Overheads - {1,106) {-) - (842) (-)
81,820 6,183 - (7.6%) 80,619 9,146 (11.3%)

The performance of our co-edition publishing division was adversaly affected by the strength of sterling and a substantially reduced leve! of
business with a few of our major US customers. Whilst the shortfall in sales to the USA was made up by increased sales into Europe it was
at lower margins. The strength of sterling affected us in two ways. Firstly deals contracted for last year came in at reduced margins.
Secondly it mads it difficult to achieve sales at our required minimum margins.

The opesating profit margin of the book and magazine publishing division fell because of lower margins at Book Sales, where we targeted ang
achieved an inventory turn of two times, and at Broughton Hail where the less effective advertising lad to lower margins.

The performance of art print publishing reflects a disappointing sales performance and 4 large inventory writedown (£350,000) 2t Quarto
Australia. o

The improved performance of our publishing services division demonstrates sharply better performances at each operating unit. Regent's
saies were down slightly, but as a result of focusing strongly on overheads and maigins, profit was ahead. The resuits for this division
include & loss of £231,000 {1996: £445,000) with respect io the discontinued digital imaging business, Allas.

The mazjor part of the increase in group overheads relates 1o salary costs, We hired & Group Treasurer at the beginning of 1997 and there is a
full year charge for Harvey Goldstein who was appointed mid way through 1996 as President, Quarto North America.
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Currency

As the Chairman's letter emphasises Quarto's business is worldwide and multi-cusrency with over sighty-five perceat of sales outside the UK.
The strengih of sterling during 1997 had a direct impact on our profits of approximately £1.2m. | set out below a table showing average
exchange rates for those markets where we have a significant amount of business.

1997 1996 Movement
us$ 1.65 1.56 5.8%
HK$ 12.68 12.08 5.0%
Swiss Fr 2.37 1.93 22.8%
Aus$ 2.21 1.99 11.1%
DM 2.83 2.35 20.4%
Fir 9.54 7.99 19.4%
OFl 3.19 2.64 20.8%

Exceptional Costs
Exceptional costs comprise the closure costs with regard to the discontinued activities of Allas, Strange Matter and Packaged Goods and a
£215,000 write back of goodwill.

Interest
The interast charge increased by £612,000. Of this some £250,000 related to the full year impact of debt taken on with respect to
acquisitions made in 1986, inferest was 3.2 times covered (1996: 6.9 times) by operating profit.

Taxation

The taxation charge on profit before exceplional items was 18.9% (1896: 24.4%). The Group's tax ¢hacge benefits from {ax reliaf on the
write-off of intangible assets in the US and fow tax rates in HK and Switzerland. The lower tax rate {or 1997 compared to 1996 principally
reflects fower profits in the US and UK where the tax rates are higher thar our average rate.

Minority Interests
The Grousp has four subsidiaries in which there are minority inferests. The fall this year incorporates a loss compared 1o 4 profif last year at
Packagad Goods, where there is 2 20% minority sharehelding.

Dividends

~ The recommended dividend for the year is 4.5p {1996: 8.0p). The dividend is 2.9 times covered {1996: 3.3 times).

Cash Flow
The Group requires a high level of working capital, particularly in the core business activity of co-edition publishing. The working capital at
the balance sheet dale is summarised below:

1997 1996

£m £m

Stocks and work in progress 27.8 26.5
Trade debtors 28.7 25.0
Trade creditors {21.4) (16.8)
Other net fiabilities (1.6 1.4}
335 33.3

Working capital as a percentage of sales for 1997 was 41.0% (1996: 41.3%). It should be noted that 1996's workirg capital was flattered by
the impact of currency. In particular in 1996 US$ assets and liabilities were converted at 1.71 in the year end batance sheet whereas the
average rate for the profit and loss account for the year was 1.56. In 1997 the balance sheet rate and the average for the year were 1.65.

Quisto




BUSINESS REVIEW

GHIEF FINANCIAL OFFICER'S REPORT

Stocks and work in progress represents 6.3 moaths cost of sales (1996: 5.3 months).

Trade debtors represents 3.5 months safes {(based on second half sales of £49.2m) compared to 3.0 months in 1996 (based on second half
sales of £49.7m). As mentioned above, Jast year's figure was flattered by the year end exchange rate. In addition, after a disappointing third
quarter this year, we had a strong fourth quarter performance,

Our year-end net debt was £23.7m (£24.5m per cash flow lass £0.8m of interest hearing debtors). Our total barking facilities at this point
were £44.7m and of this £38m was committed,

Treasury

We hired & Group Treasurer at the beginning of 1997 to establish treasury policies, strategies and procedures. During the year we signed a
five year, $55,000,000 multi-currency revolving credit agreement with a syndicate of banks on both sides of the Atlantic, arranged on our
behalf by BZW, This facility gives us a very secure besis on which to finznce our plans for the future, In additien, it reduces cur cost of
funds. Cur bankers have recognised the ongoing strength of our business. The facility was signed in August. In the latter pari of the year
the Group Treasurer started to focus en our working capitaf needs and this will be 3 continuad focus during the current year.

Financial Reporting
I am pleased to report that we have again brought forward the year end reporting timetable. It was a job wel! done and | take this
opportunily to thank my staff for their continwed loyaty, hard work and commitment to the Group.

M J Mousley

LA
17 February, 1998 IY\J)
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NIREETORS’ REPORT

The directors gresent their report and the audited financial statements of The Quarte Group Inc. for the year ended 31 December, 1997,

Principal activities and business roview

The Group conducts an international business whase principal activity is the creation and marketing of high quality illustrated books covering
a wide range of tepics. The Group's activities also embrace production services, silkscreen printing, consumer magazines, informational
ditectories, visial art books and fine ari reproductions. A detaited review of the development of the business of the Group is given in the
Chairman’s Letter on pages 1 to 17.

Results and dividends

The profit for the year after taxation and minority interests amounted to £3,766,000 (1996: £5,377,000). The directors propose a firal
ordinary dividend of 2.3p per share subject to approval at the Annua! General Meeting. The retained profit for the year was £470,000 (1996:
£3,433,000) which has been transferred to reserves.

Directors .
The directors of the Company, who served as directors throughout the year, are as follows:

L. £ Orbach

R. ). Morley

M. J. Mousley

G. Banks

G. T.Y Tai

H.Goldstein

E. de Bellaigue (Non-executive)

Nane of the directors has a service contract of more than one year’s duraticn.

Save as disclosed in Note 23 no director has had 2 material interest in any contract of significance with the Company or its subsidiaries
during the year.

Born in France in 1431 and brought up in England and Canada, where he graduated from McGill University, Eric de Bellaigue started his
working life as a reporter on the Monireal Star. His subsequent career has been in banking and stock broking and has included spells with the
Bank of Montreal and merchant bankers, Schroder Wagg. Following his retirement from stockbrokers Paamure Gordon, he joined the board of
The Quarto Group Inc. as a non-gxecutive director. He is the author of “The Business of Books — the de Bellaigue Report” Hutchinson, 1984,

Directors” interests in shares
The directors who held office at 31 December, 1997 had the following interests in the share capital of the Company.

Number of ¥5$0.10 shares of commen stock
31 December, 1997 1 January, 1997

L. F. Orbach* 2,678,413 2,678,413
R. ). Mortey 1,300,600 1,300,000
M. J. Mousley 32,000 28,000
G. Banks 8,500 6,500
G.TY Tai 25,477 10,477
H. Goldstein — -
£. de Bellaigue 4,875 4875

*The shares in which L. . Orbach is interested are owned through his family trusts.

M. 1. Mousley held 5,000 convertible cumulative redeemable shargs of preferred stock of par value US$0.10 each at 31 December 1997
{At 1 January, 1997:1,309)

Qurte

BUSINESS REVIEW 23




30 FINANGIAL REVIEW

LONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 1897

1997 1995
£000 £000
Net cash inflow from operating activities 4,903 1,807
Return on investment and servicing of finance
Interest received 172 257
Interest paid (2,066) {1,416)
Interest element of hire purchase payments (78) (77
Preference dividend paid {455) (455)
Net cash outflow from return on investment and servicing of finance (2,427} (1,691)
Taxation
UK and overseas corporatian tax paid : (1,453) {996)
Gapital expenditure and financial investment
Purchase of tangible fixed assets . {648) (1,208)
Sale of tangibfe fixed assets 620 139
(28) (1,009)
Acquisitions and disposals
Purchase of businesses/subsidiaries {565) (6,696)
Net cash balance acquired with subsidiaries —_ 16
Purchase of associate — (872)
(563) {7,552}
Equity dividends paid
Dividends paid {1,587} (1,386)
Management of liquid resources
Movement in short term deposits (1,268) —
Firancing
issue of shares 90 10
Increase in debt . 15,185 4,961
Net eash inflow from financing 15,275 4,971
Increase/(decrease) in cash 12,850 (5,856)
Reconciliation of net cashitow to movement in (debt)/funds
Increase/(decrease) in Cash 12,850 {5,856)
(Increase) in debt {15,185) {4,961)
Management of liguid resources 1,268 — '
(1,067) (10,817)
Loans znd firance leases acquired with subsidiaries L. - (154) 1
New Finance Leases {519) {394)
Translation differences {418) [,418
Movement in debt for year (2,004) (9,947) ;
Net debt at beginning of year {22,444) (12,497)
Net debt at end of year {24,448) (22,444)

See rote 22 for an analysis of certain of the items included ahove.
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ACCOUNTING PoLICIES

The sigaificant accounting policies that have been adopted in the preparaticn of the financial statements, which are presented under the
historical cost basis of accounting, as modified by the revaluation of freshold property, are as sat out below and compiy with applicable
accounting standards. The Company is an “oversea company” within the meaning of the Companies Act 1585. However, the Company has not
taken advantage of the available exemptions and the financial statements kava been prepared in accordance with the accounting and
disclosure requiremeats of the Companies Act 1985. ‘

Adoption of new accounting standard

These financial statements comply with the new accounting standard FRS1, {Revised), Cash Flow Stalements, issued by the Accounting
Standards Board. In accordance with this sevised standard, liquid resourees are defined as current asset investments which are readily
convertible into known amounts of cash withgut curtailing or disrupting the business. Prior year cash flows have been restated to ensure
compliance with this standard,

Basis of consolidation

The consolidated financiat statemants represent a conselidation of the audited accounts of The Quarto Group Ing. and its subsidiaries all of
which have been made up to 31 December.

The results of subsidiaries gcouired during the year and requiring to be acquisition accounted are included from the date an which control
passes. On the acquisition of a business, fair values, refiecting conditions at the date of acquisition, are attributed to the net tangible assets,
Where the fair value of the purchase consideration exceeds the valyes attributable to the Group's share of such net assets, the difference is
traated as purchased goodwill and is written off dirzcily to reserves in the vear of acquisition. Reorganisation and integration costs resulting
from the acquisition are charged to the profit and loss account, The peafit or loss on the disposal or discontinuation of 2 previously acquired
business is calcufated taking account of the attributable amount of purchased goodwill relating to that business.

In accordance \?fith the exemptions allowed by Section 230 of the Companies Act 1985, the Company has not presented its own profit and loss
account.

Foreign currency

Assets and liabilities in foreign cusrencies are translated into sterling at the rates of exchange ruling at the respective balance sheet dates.
Profit and loss accounts in foreign currencies are transiated at average rates for the respactive accounting periods. Exchange differences
arising an the translation of the net zssets and profit and loss accounts of non-UK companies together with exchangs ditferences on related
borrowings are accounted for through reserves. Alf other exchange differences are recorded as ordinary trading items,

Depreciation

Depreciation is calculated to write off the cest less estimated residual value of fixed assets by arnual instalments over thair estimated
econemic lives at the following annual rates:

Long leasekold : 2% straight line

Shart leaseholds : over the period of the lease
Plant, equipment and motor vehicles : 16-25% straight tine
Fixtures and fittings : 15-20% straight line

No depreciation is provided on freehold properties because the directors consider that the lives of these properties and their residual values
(determined at the time of acquisition or subsequent vafuation} are such that their depreciation is not material. Any permanent diminution in
tha carrying value of fixed assets is charged against the profit and loss account.
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ACCDUNTING POLICIES

Investments in associates

An associated undertaking (associate) is one in which the group has a long term equity interest, usually from 20% to 50%, and over which it
exercises significant influgnce. The Group's share of the profits less losses of associates is included in the consofidated profit and foss
account and its interest in their net assets, other thap goodwill, is included in investments in the consolidated balance sheet.

Stocks and work in progress

Stocks and work in progress are valued at the lower of cast, including an appropriate portion of overkeads, and nef realisable valve,
Production costs (excluding unit print costs), including an appropriate portion of overheads, in respect of 2 book are written off over its
estimated econemic life {not mare than three years) commencing from the date of first printing and are disclosed in the financial statements
as wark in progress.

Deferred taxation
Pegvision is made, using the liabifity method, for deferred taxation ¢n all material timing differences which are expected to crystallise.

Turnover
Turnover represents the invoiced value of goods and services supplied te third parties excluding Valie Added Tax,

Copyrights
Predominately the Group owns the copyright in its fitles. No value is attributed fo these rights.

Lease and hire purchase contracts

Where assets are acquired by finance leases {including hire purchase contrzcts) the amount representing the outright purckase price of such
assets is included in tangible fixed assets. Depreciation is pravided in accordance with the accounting policy abave. The capital elemeat of
future finance lease payments is included in creditors and the inferest elemant is charged to the profit and loss account over the period of the
lease in proportion to the capital element outstanding. Expenditure on operating Jeases is charged to the profit and loss account in the period
to which it relates.

Pensions
Substantially all of the Group's pension costs relate to individual pension plans and are charged to the profit and loss account as they zrise.

@@U_’?ft(')
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DIRECTORS REPORT

Directors' interests in shares (continued}
At 1 lanuary, 1997 and 31 December, 1997 L.F.Orbach held options over 50,000 shares at an exescise peice of 130.424p. The options are
exercisable between 10 April 1995 and 9 April 2002

At 1 January, 1997 and 31 December, 197 H.Goldstein held options over 30,000 shases at an exercise price of 257.5p. The options are
exercisahle between 23 Decembes, 1999 and 22 December, 2008.

During the year the market price of the shares of common stock ranged between 66,5 and 257.5p. The market price at 31 December, 1997
was 70.5p.

Between 31 December, 1997 and 17 February, 1998 there have been no changes in the interests of the directors.
Substantial shareholders

As at 17 February, 1998 the girectors have been advised of the following shareholders who have an interest of 3% or more in the shares of
common stock of the Company:

Number of U$$0.10

Shares of common stock Percentage
British Gas Peasion Fund 760,000 4.1%
Clerical Medical Invesimeni Group 1,126,132 6.0%
Commercial Union 853,182 4.6%
Co-operative Insurance 702,945 3.8%
Equitable Life Assurance Socisty 1,705,000 9.1%
Herald Investment Trust 632,690 34%
Prudential Corporation Group of Companies 655,524 3.5%
Scottish Mutual 752,500 4.0%
L.F.Orback 2,678,413 14.40%
R.J.Morley 1,300,000 7.0%

Corporate goverrance

Tha Directoss have reviewsd the governance arrangements of The Quarto Group Inc. in the context of the Cadbury Committee Report and report
that the Group was in complisnce throughout the year with most of those paragraphs of the code which are currently applicable.The following
afess have been identified where it is not 2ppropriate te changs current practice due to the size and constitution of the Board:

a) The Chairman of your Cempany is also Chief Executive. The Board sees no value in splitting the rotes of Chairman and Chief Executive.

b) The Company has cne Non-executive Director which is considered adequate in view of the overall size of the Board and the requirements
of the Gompany, albeit that the code requires three Non-executive Birectors.

¢t A formal schedule of matters spacifically reserved for the Boasd is not required since he Baard forms the executive management of the
Group,

d) The Company does not have any formal arrangements far Directars, in the furtherance of their duties, to take independent professional
advice.

¢)  The Chairman and E. de Bellaigue fulfil the rlule of Remhngratiun Committes for Directors.

fi £ de Bellaigue (Non-executive) fulfils the role of the Audit Commities.

Quirto
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DIRECTORS' REPORT

Going concern
The Directors, having made enquiries, consider that the Group has adequate resources o continge in operational existence for the farseeable
future, and that therefare it is appropriate to adapt the going concern basis in preparing the financial statements.

Internal finzncial control
The board of directors has overall sesponsibility for the Group’s system of internal financial control. The system of internal financial control is
designed to provide reasanable but not absolute assurance against material misstatement or loss,

The main elements of the internal financial control system are:

a)  The results of individual operating units are reported monthly and reviswed by the Board at monthly board meetings.

b)  The managemant accounts of each operating unit are tailored to suit the business and management needs of local management, Each
operating unit has its own performance indicators and these are regularly reviewed and assessed.

¢)  In addition ta the monthly reporting, individual operating units report certaia management information more frequently where it is
considered appzopriate.

@) All operating units report their bank balances twice weekly and a report is produced summarising the group position.

€} Frequent visits by the Beard and the finance department to all operating units. These visits include a review of the internal financial
control system.

The Board has reviewed the operation and effectiveness of the internal financial control system.

Report of the Remuneration Committee
The remuneration committee sets the remuneration and other terms of employment ef execulive directors and reports:

@) Remuneration levels are set by reference ta individual performance, experience and market conditions with 2 view to providing a package
which is appropriate for the responsibilities involved.

b}  Performance related bonuses are not given.

¢} Each director has 2 defined coatribution personal pensien plan,

d)  No director has a service contract of more than one year's duration.

e} Full details of directors’ remuneration and benefits are given in nate 2 to the financial statements on page 35

The remuneration committee is constituted in accordance with Section A of the Best Practice Provisions annexed to the Listing Rules save that

it does not cansist exclusively of non-executive directars and its terms of reference are not formally documented. The remuneration committee
has given full consideration to Section B of the Best Practice Provisions in framing its remuneration policy.

Supplier payment policies

The Group agrees terms and conditiors for its business transactions when orders for goods and services are placed, ensuring that suppliers
are aware of the terms of payment and including the relevant terms in contracts where appzopriate. These arrangements are adhered to when
making payments, subject to the terms and conditions being met by the supplier. At 31 December, 1997 Group crediler days amounted to 87
days (1996: 72 days), The holding company did act have any irade creditors on 315t December 1997 (1996: NIL).

Auditors
Qur auditors KPMG Audit Ple, are willing io continue in office and accordingly, a resolution is 1o be proposed at the annual general meeting for
the reappointment of KPMG Audit Plc as avditors of the Company. ’ i c

C. H. Bhote (_',_XW W, B

Secratary

17 February, 1998
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STATEMENT oF INRECTGRS’ RESPDNSIBILITIES

Company law requires the directors 2o prepare financial statements for each financial year which give a true and fair view of the state of
affairs of the Company and the Group and of the profit or Ioss for that period. In preparing these financial statemenis, the directors are
requireé to:

sefect suitable accounting policies and then apply them consistently;

make judgements and estimates that are reasonable and prudent;

state whether applicable acceunting standards have been followed, subject to any material departures disclosed and explained in the
financial statements;

prepare the financial statements on the going concera basis unless it is inappropriate to presume that the Group witf continue

in business.

The directors are respensible for maintaining proper gccounting records which disclose with reasonable accuracy at any time the financial
position of the Company and to erable them fa ensure that the finaacial statements cemply with the Companies Act 1985. They have general
respansibility for taking such steps as are reasonably open to them to safeguard the assets of the Group and to prevent and detect fraud and
other irregularities, '

AuDITDRS’ REPORT TD THE MEMBERS OF THE QUARTC GRouP INC.

We have audited the finarcial statemants on pages 27 to 46.

Respective responsibilities of Directors and Auditors

As described above, the Company's directors are responsible for the preparation of finaacial statements, It is our responsibifity to form an
independent apinion, based on our audit, on those statements and to report our upininn to you.

Basis of opinion )

We conducted our audit in aceordarce with Auditing Standards issued by the Auditing Practices Board. An audit includes examination, on a
test basis, of evidence relevant to the amounts and disclosures in the firancial siatements. It also includes an assessment of the significant
estimates and judgements made by the directars in the preparation of the financial statements, and of whether the accounting policies are
approgriate to the Group's circemstances, consistently applied and adequately disclosed.

We planned and periormed our audit 5o as to obtain all the information and explanations which we considered necessary in arder to provide
us with sefficient evidence to give reasonable assurance that the financial statements are free from matsrial misstatement, whether caused
by fraud or other irregularity or error. In forming our opinion we also evaluated the overall adequacy of the presentation of information in the
financial statements.

Opinion
In our cpinion the financia! statements give a true and fair view of the state of affairs of tha Company and the Group as at 31 December, 1997
and of the profit of the Group for the year then ended anptave been properly prepared in accordance with the Companies Act 1985,

KPMG Audit Pic \6(‘ r\q Awl. k

Chartered Accountznts
Registered Auditor
London

17 February, 1998

<
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BuUsINESS REVIEW 27
CONSOLIDATED PROFIT AND L0SS ACEGUNT FOR THE
YEAR ENDED 31 DECEMBER 1997
1991 1996
Notes £000 £600
Turnover 1 81,820 80,619
Cost of sales {52,838) (50,124)
Gross Profit 28,982 30,495
Distribution costs (2,601) (2,603)
Administration expenses (20,298} (18,914)
Other operating income 100 168
Operating Profil z 6,183 9,146
Share of [oss of associate (34) (6)
Exceptional Items: Loss on closure of oparations 2 (1,308) —
4,843 9,140
Net interest payable and sirilar charges 3 {1,941) (1,329)
Profit on ordinary activities before taxation 2,902 7811
Tax or profit on ordinary activities 4 (636} (1,908)
Profit en ordinary activities aiter {axation 2,266 5,905
Minority interests — equity {500) {(528)
Profit for the financial year 1,766 5377
Dividends {including non-gquity) 5 (1,296) (1,944
Retained profit for the year 470 3,433
Earnings per share b
Basic 1.0p 26.5p
Adjusted (excluding exceptional items) 13.2p 26.5p
Fully diluted — 24.6p
Q a? T £ ]
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BALANCE SHEETS AT 31 DECEMBER 1997

Fixed Assets

Tangible assets
Investments

Current Assets
Stacks and work in progress
Debtors
Invesiments
Cash and deposits

Creditors: Amounts falling due within one year

Net current assets/(liabilities)

Total assets less current liabilities

Creditors: Amounts falling due after more
than one year

Provision for liabilities and charges
Defesred taxation

Net assets

Capital and reserves
Called up share capital
Reserves — Paid in surplus
~ Revaluation
- Profit and lass
— Goodwili
$hareholders’ funds

Equity
Non-equity

Minority interests — equity

Notes

14

15

1997 1996 1997 1996
£000 £000 £000 £000
8,539 7,078 — —
220 314 19,839 20,455
6,759 7,392 19,839 20,455
27,794 26,449 — —
32,082 21,787 365 1,080
1 ] — —
5,470 3,537 — —
65,347 57,774 365 1,080
(30,349} {41,132) (611) (1,080)
34,998 16,642 (246) —
41,757 24,034 19,583 20,455
(26,693) (9,201} — —
(1,324) (1,532) — -
13,740 13,301 19,593 20,455
1,341 1,337 1,341 1,337
23,801 23,805 23,891 23,805
1,018 1,018 — —
14,618 14,684 (5,639) (8,587
(29,311) (29,507 — —
11,551 11,337 19,583 20,455
8,353 6,133 14,389 15,251
5,204 5,204 5,204 5,204
11,557 11,337 19,593 20,455
2,183 1,964 — —
13,740 13,301 19,593 20,455

The financial statements on pages 27 to 46 were approved by the Board of Directors on 17 February, 1998 and were signed on its behaif by :

M. J. MOUSLEY

Director N\’j}r\;

Quasto




EBNSDLIDATEB STATEMENT ar ToTAaL
HEI:IJGNISED GAINS AND LOSSES
for the Year Ended 31 Decemper 1997

Profit for the financial year
Currency translation differences ot foreign currency net investments

Total recognised gains and losses relating to the year

HEI‘.‘BNEILIATIUN OF CONSOLIDATED
MOVEMENT IN SHAREHOLDERS' FUNDS
for the Year Ended 31 December 1997

Profit for the financial year
Dividends

Retained profit for the financial year

Other recognised gains and losses relating to the year
New share capital subseriped

Goodwifl arising en acquisitions

Goodwili on elosure of operations written back to reserves
Net movement in shareholders' funds

Shareholders’ funds at 31 December, 1996

Sharehofders’ funds at 31 December, 1997

1997 1996
£000 £609
1,766 5,377
{536) {650)
1,230 4,527
1997 1935
goop £000
1786 5377
(1,296)° (1,944)
470 3,433
(536) (650)
96 10
(19) (7,896
215 —
220 (5,103
11,337 16,440
11,551 11,337

Qu2pto
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NOTES T0 THE FINANCIAL STATEMENTS

1997 199
£000 £000
1 Segmentai analysis
Gaographical analysis of turnover by destination
United Kingdom 11,828 11,909
United States of America 43,014 45,269
Canada 1,326 1,070
Europe 14,544 12,152
Australasia and the Far East 8,614 8,169
Rest of the World 2,434 2,050
81,820 80,619
PROFIT KEF OPERATING
TURNOVER BEFORE TAX ASSETS _
1987 1998 1997 1996 1997 1996
£000 £00D £00D £000 £000 £000
Ciass of business
Publishing 71,150 70,588 5,135 8,770 37,442 36,088
Publishing services 10,679 10,031 1,048 376 3,122 3,645
81,820 80,619 6,183 5,146 40,564 39,733
E——— - I — N b— ———
Share of loss of associate (34) (6)
Loss on closure of operations (1,306) —_
Net interest payable (1,841) (1,329}
2,902 7.811
R—— ———

The group interest expense is arranged certrally and is not attributable to individual activities or geographical areas,

Aralysis by geographical arsa of origin

HET OPERATING

TURKDYER OPERATING PROFIT ASSETS
1997 1998 1987 1996 1997 1996
£000 £000 £000 £000 £000 £000
United Kingdom 32,503 30,062 2,208 3,217 1,192 10,471
United $tates of America 36,002 38,111 2,691 4,769 21,438 23,426
Other 12,915 12,446 1,284 1,160 5,934 5,836
81,820 80,619 B,183 9,146 40,564 39,733

“Other” is not analysed further because the directars consider that such disclosure would be prejudicial to the interests of the Company.

BUSINESS REVIEW 33
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NOTES TD THE FINANCIAL STATEMENTS

1997 1996
£000 £000
1 Segmental analysis (continued)
The net operating assets can be reconciled to the consclidated balance sheet as follows:
Net operating assets 40,564 3%.733
Total bank foans and other borrowings {29,918} {25,981)
Cash at bank and in hand 5,410 3,537
Corporation tax, deferred tax and advance corporation tax {1,831) (2,812)
Dividends payable (545} (1,176}
Net assets . 13,740 13,301
2 Operating profit
Operating profit is stated after charging
Depreciation 1,129 1,060
Auditors’ remuneration: audit 208 204
: other 9 il
Qperating lease reafals in respect of:
" Plant and machiaery 32 24
Other assets 1,149 halt
Exceptional items:
Closure costs 1,091 —_
Goodwill written back 215 _—
1,308

* Exceptional items comprise fosses on the closure of the operations of The Atlas Image Factory, Strange Matter and Packaged Goods.

A retained loss of £952,000 (1986: loss £850,000} has been deali with in the accounts of the Company.

Employees
Staff costs ineluding directors’ emoluments comprise:
Wages and salaries 12,170 11,933
Social secuity costs 969 995
Pension costs kit 282
13,453 13,211
1997 1996
Number Number
The average weekly number of persons employed by the group during
the year was:
Publishing 402 388
Publishing services 11 132
Group admiaistration 16 16

529 536
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NOTES To THE FINANCIAL STATEMENTS

2 Operating profit {continuad)

Directors' remuneration 1997 1996
£000 £000
Emoluments:

Fee to non-axecutive director 13 i3

Executive directars - remuneration including benefits in kind in respect of
moter vehicles and health insurance - 751 647
- pension contributions 70 52
844 712

The directors’ remuneration disclosed above included the following amaunts paid in
respect of the Chairman who is also the highest paid director,

Remuneration . 190 177
Pension contributions . 30 . 23

220 200

Details of directors” share options are given in the directors' regort. During the year certain of the directors maintained cusrent accounts with
the company. Details of these current accounts can be found under Note 23 on page 46.

The remuneration of the executive directors was as follows:

SALARY/ * PENSION © o197 - 1996

FEES BENEFITS CONTRIBUTION . TOTAL TOTAL

E£000 £006 £000 £600 £000

L.EOrbach 189 1 300 . 20 200
R Morley 151 2 22 175 152
M) Mousley 102 1 15 - 118 197
{.Banks AR 65 5 3 73 73
G.YTai ’ 168 — — 109° 104
K. Goldstein | 136 — — 136 53
' 752 9 70 831 - 89

*The Company's pelicy with regard to the provision of company cars o directors and employees was changed on 1 January 1997. Company
cars are now only provided to directors and employees who use them for more than 7.000 business miles a year. The salaries of directors and
employees wha no loager receive a car have been appropriately adjusted. The following directors purchased their company cars which were
provided o them at their written down values a5 stated.

L.EOrbach 16
R.J.Marley ‘ 19
M.1.Moustey 14

Quipto
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NOTES T0 THE FINANGIAL STATEMENTS

3 Net interest payable and similar charges
Interest payable:

On bank overdrafts and other loans repayable within 5 years by instalments
On loans repayable after more than 5 years
Hire purchase

Inierest receivabie

4 Taxation
On profit for the year:
United Kingdom corporation tax at 31.5%
Deferred taxation — UK
~ Querseas
Overseas tax

The Growp’s low taxation charge reflects the benefit of tax relief on the write-off of intangible asseis
in the US and low tax rates in Hong Kong and Switzerland.

§ Dividends
Equity: Ordinary: Interim paid of 2.2p per share

(1996: 2.2p per share)
: Ordinary: Final proposed of 2.3p per share

(1996: 5.8p per share)

Non-equity: Preference

6 Earnings per share

he calculation of earnings per share is based on 18,655,306 shares (1996: 18,608,639) and earnings, after minerity interests and

preference dividends, of £1,311,000 (1996: £4,922,000).

1997 1956
£000 £000
1,985 1,472
48 36

78 78
2,111 1,586
(1763 (257)
1,94 1,328
367 925
(12} 44
28 778
308 159
636 1,906
411 409
430 1,080
841 1,489
455 455
1,296 1,544

Fully diluted earnings per share in 1996 allows for the coaversion of preference sharas and the exercise of all outstanding optiens and is

calculated on adjusted earnings of £5,401,000 and 21,968,053 shares. [n 1997 fuily diluted earniags per share is not shown because it

exceeds basic and adjusied earnings per share.

The calculation of adjusted earrings per share is based on earsings of £2,459,000 calculated as follows:

Earnings after minority interests and preference dividends
Exceptional items
Taxation credit on exceptionat items

Earnings after minority interests and preference dividends before exceptional items

1987
£600

1,311
1,306
(158}

2,459
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NOTES To THE FINANCIAL STATEMENTS

PLANT
EQUIPMENT FIXTURES
FREEHOLD  LEASEHOLD  AKD MOTOR AND
PROPERTY PROPERTY VEHICLES FHTINGS TOTAL

£000 £000 £000 £600 £000
7 Tangible fixed assets
Group
Cost or valuatian:
At 1 January, 1997 3,111 838 5,989 855 10,793
Exchange differences (19 20 19 2 22
Additins 23 48 895 194 1,160
Disposals (196} {71) {1,452 {105) ) {1,824)
At 31 December, 1997 2919 335 5451 %6 - 10,151
Depreciation;
At 1 January, 1997 33 218 2,954 510 3,715
Exchange differences — 6 (3 — 3
Charge for the year — 67 243 169 1,129
Disposals (3} (54) (1,078) (100} (1,235)
At 31 December, 1997 30 237 2,756 579 3,612
Net beok value:
At 31 December, 1997 2,889 598 2,685 367 6,539
At 31 December, 1996 3,078 620 3,035 345 7,078
Cost or valuation at 31 December, 1997 is represented by:
Surplus on valuation 1,018 — — — 1,018
Cost 1800 835 5,451 946 9,133

2,919 835 5,451 948 10,151

The net book value of plant, equipment and mofor vehicles included £894,600 (1996: £1,025,000 in respect of assets held under hire
purchase contracts. The depreciation charged on these assets during the year was £203,000 (1996: £265,000). Included in leasehgld property
at cost is £344,000 {1896: £331,000) in fespect of a long leasehold property. The nat book value at 31 December, 1997 was £311,000 {(1§96:
£305,000). The principal freehold property in the UX, with an historic cost of £382,000, was revatued on the basis of an open market value for
existing yse at 31 December, 1989 by Conway Kersh, Professional Valuers. The valuation was £1.7 million but the girectors ascribed a value
of £1.4 million, or the grounds of prudeaca.

As noted in the Accounting Policies ro depreciation is provided an Freehold property.




38 FINANGCIAL REVIEW

NOTES T0 THE FINANCIAL STATEMENTS

8 Fixed assot investments
At 1 January, 1997

Share of retained losses/additions

Goodwitl adjustment
Exchange difference

At 31 December, 1957

INVESTHERT SHARES
TH ASSOGIATE AT COST LOANS TOTAL
£000 £000 £000 £000
314 8,846 11,609 20,455
(34) (40} (576) {616)
(70} — — —
10 —_ — —
220 8,806 11,033 19,839

tnvestments in associates of £220,000 (1996:£314,000) comprises cost of shares, tess goodwill writter off on acquisition of £927,000
{1996:5857,000) lass the Group's share of past acquisition losses of £40,000 (1996:£6,000). The Company has the folowing principal tradiag
subsidiaries and associates (*Directly held by the Quarte Group Inc.), alf of which operate psincipally in their country of incorporation.

Name Place and date Isseed and fully Percentage Business
of incorporation paid share capital ) held

Quarto Publishirg ple Englaad 100,000 shares of £1 each 100+ Publishing
1 April, 1976

Quarto [nc. Delaware, USA 50 shares of no par value 100* fublishing
16 October, 1986

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

Limited 24 November, 1961 Services

Quarto Magazines Engtand 1,000 shares of £1 each 100 Publishing

Limited 20 May, 1986

Regent Publishing Hong Kong 1,000 shares of RK$10 each 75 Publishing

Services Limited 23 October, 1935 Services

Apple Press Limited England 100 shares of £1 each 106 Publishing
5 June, 1984

Quarto Australia Pty Lid. Australia 8 redeemable preferance 100* Publishing
14 September, 1981 shares of A$1 each and 103

ardinary shares of A$1 each

AP Screenprinters Limited England 1,000 shares of £1 each 100 Publishing
30 Saptember, 1980 Services

RotoYision S.A. Switzertand 1,500 shares of SFr500 each 100* Publishing
18 July, 1977~

Broughton Hall Inc. Delaware, USA 100 shares of U531 each 100 Publishing
16 March, 1389

Rockport Publishers Irc. Massachusstts, USA 4,000 shares of no par value 06 Publishing
4 December, 1985

Book Sales Inc. Delaware, USA 85 shares of no par value 80 Publishing
13 December, 1972

Quarto Children's England 2 shares of £1 gach 100 Publishing

Books Limited 6 January, 1976

Scafz-Tornabene Art Delaware, USA 1,210 shares of no 100 Publishing

Publishing Ca., Inc. 29 June, 1987 par value

Packaged Goods New York, USA - 100 shares of no 8 Publishing

Incorporated 8 October, 1992 par valueg

Pro-Vison Singapore 7,502 shares of 109 Publishing

Pte Ltd. L1 June, 1990 $$1 each Services

Front Line Defaware, USA 1,000 shares of US$1 each 00 Publishing

Graphics, Inc. 29 April, 1994

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

Publishing, Inc 10 February, 1938 US$0.01 each

Design Eye Holdings Englznd 200 shares of 75* Publishing

Limited 22 June, 1992 £1 each

Boulder Interactive Golorado, USA 5,740 shares of 30 Publishing

Group Inc 3 Jung, 1964 no par value

72
{
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1997 . 1996 1997 1596
£000° £000 £000 £000
§ Stocks and work in progress ) j
Finisked goods 14,467 13,484 — —
Work in progress 13,113 12,729 —_ —
Raw materials 934 - 555 — —
Less: Payments an account (720) (319) —_ —
27,794 26,449 — —
10 Debtors
Trade debtors 28,873 25,045 — —
Amounts due from subsidiaries — — 365 1,080
Prepayments and accrued income 2,022 1,632 w— —
Other debtors 1,085 289 -1 —
Cozporation tax and advance corporation tax recoverable 332 821 — \_ﬂ —_
32,082 21,187 365 1,080
Other debtors include £792,000 which is interest bearing.
11 Current assat investments
Listed investments at cost (market value £1,000}
{1956: £1,000)} Listed other than on The
tnternational Stock Exchange in London 1 1 — —
12 Gash and deposits
Cash at bank 4,202 3,537 — —
Short term deposits 1,268 — — —
5470 3,537 — —
13 Creditors: Amounts falling due within one year
Bank overdraits 2,461° 14,568 — —
Current loan instaiments 1,075 2,11 — —
Hire purchase creditors EL3 1 376 — —
Total borrowings 3.877 17,115 — —
Trade creditors 21,440 16,781 —— —
Other creditors including taxation and social security:
Corporation tax 548 1,648 — -
Advance corporation tax payabie 291 453 181 —
Dividerd payable 430 1,080 430 1,080
Bividend payable to minority shareholders 115 9% — —
Secial security 167 89 - — —
QOther creditors 909 1,364 — —
Accruals and deferred income 2,572 1,906 — —_
30,348 41,132 611 1,080

ngr‘to
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1897 1986 1997 1496
£060 £000 £e00 £600
14 Creditors: Amounts falling due afler more
than ona year
Bank and other loans 25,808 7,955 — —
Hire purchase liabilities 233 311 — —
Total borrowings 26,041 8,266 — —
Other creditors 652 935 . — -
26,693 9,201 — -
Totat borrowings are repayable as follows:
Bank leans and overdrafts:
In one year or less, or on demand 3,536 17,339 . —_ —
Between one and two years 211 1,214 — —
Between twe and five years 25,518 6,10¢ e —
In five years or more 13 632 — —
29,344 25,294 — —
Other borrowings {hire purchase labilities):
In one year or less, or on demand 341 376 — —
Between one and twa years 176 271 — —
Between two and five years L 49 — —
574 . 687 — —
Total loans and other borrowings:
Ia one year or less, or on demang 3,877 17,715 — —
Between one ard two years ) 383 1,485 — —
Between two and five years 25,575 6,149 — —
In five years or more 73 632 — e
29,918 25,981 — —

he above horrowings carry interest at commescial rates ranging from 4.9 % o 8.5 %. The total amount repayable in five years or more
refates to a bank loan repayable by instaiments secured an freshold premises.

RSN B e U
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AMOUNT

PROVIDED
1997 1996
£000 £000
15 Deferrad taxation
Defecred taxation provided in the financiaf
statements is as follows:
Excess of capital allowances yer depreciation 166 170
Other-UK {142) (£34)
Other-overseas 1,300 1,495
Revaluation of freehold propesty — —
134 1532

The movemeat on the provision for deferred faxation is as follows:

Provision at 1 January, 1997
Exchange difference

Acquisitions

Transfer to profit and loss account

Provision at 31 December, 1997

16 Shars capital
Authorised:

POTENTIAL
LIABILITY

1997 1995
£000. £000
166 170
(142) (134)
1,566 1,660
316 336
1906 . 2,03
GROUP
£000
1532
(90)
(78)
(40
1,324
—_—

28,000,000 (1996: 28,000,000 shares of common stock of par vatus US$0.10 each (“shares of common stock™) with an aggregate nominai

value of US§2,800,000 (1996: US$2,800,000).

3,212,587 (1996:5,212,587) 8.75% (net} convartible cumulative redeemable shares of preferred stock of US$0.10 each (~

stack”™) with an aggregate nomina value of US$521,588 (1996:08$521 558).

Equity share capital

Allotted, called up and fully paid:

18,675,306 shares of comman stock of par value US$0.10 each
(1996 18,615, 306}

Non-equity share capital

Alioited, called up and fully paid:

5,204,024 shares of preferred stock of US$0.10 each

(1996: 5,204,024}

Quirte

shares of preferred

1997 1996
£000 £000
1,063 1,059

218 278
1,341 1,337
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16 Share capital (continued)

30,000 shares of common stock were issued following the exercise of opticns under the Cempany’s Executive Share Option Scheme on 24
March 1997 and a further 30,000 on § April 1997.

At 31 December, 1997, the following options over shares of commen stock were outstanding uader The Quério Group lac.
Executive Skare Option Schemes.

Number of Shares Date exercisable Optiens price per share
1,000 2 April, 1992 — 11 Agril, 1999 £1.73264
5,000 14 November, 1992 — 13 November, 1999 £1.5232
65,000 10 April, 1995 — 9 April, 2002 £1.30424
50,000 26 Octeber, 1997 — 25 Qctaber, 2003 £2.82
30,000 23 December, 1999 — 22 December, 2006 £2.575

The shares of preferred stock are canvertible into shares of comrmon stock on 1 June, 1990 and annually thereafter at a rate of 60 shares of
comman stock for every 100 shares of preferced stock. The Compary may at any time purchase shares of preferred stock in accosdance with
the rights attaching to such shares. The Company is obliged to redeem all outstanding shares of preferred stock in 2005 at 2 price of £1. The
holders of the preferred stock are not entitled to vote at any meeting of sharghalders unless their dividend payment is more than six months
overdue or the meeting is being held to consider a resalution for tiquidation, dissolution, winding up or the appoiniment of a receiver. On
liquidatien, disselution or other winding up the holders of the preferred stock are entitled fo be paid out of the available assets of the
Company the sum of £1 per share and the amount of all accrued dividends payable ir priority to any payment being made to the holders of
common stock. The halders of preferred stock are entifled to an annual dividend amounting to 8.75%. The holders of common stock do not
have any special rights to dividends.

L Group [N Company |

1937 1996 1997 1996
£000 . £000 £000 £000
17 Reserves — paid in surplus
At 1 January, 1997 23,805 23,795 23,805 23,795
On shares issued during year:
Exercise of share options 85 10 86 10
At 31 December, 1997 23,891 23,805 23,891 23,805
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1897 1956 1997 1996
£000 . £000 £000 £000
18 Resarves — profit and loss account
At 1 January, 1997 14,684 11,991 {4,687) {3,837
Retained profit for the year 470 3,433 (952) (850)
Difference on transtation of net assets and profit
and foss accounts of pon-UK companies (536) (650) — —
At 31 December, 1997 14,618 14,684 (5,639) 4,687

1997 % 1906
£000 ©£600

19 Reserves — goodwill
At 1 January, 1997 29,507 21,611
Goodwill arising an acquisitions - businesses/subsidiaries : 19 7441
- associate — 857
Goodwill relating to closare of operations written back to reserves {215) —
Goodwill adjustment - {402
At 31 December, 1997 29,311 29,507

The goodwil adjustment relates to prior yaar aquisitions,

ngft(‘)




44 FINANCIAL REVIEW

NOTES T0 THE FINANGCIAL STATEMENTS

LAND AND LAND AND
BUILDINGS OTHER BUILDINGS OTHER
1997 1987 1996 1996
£000 £000 £000 £000
20 Financial commitments e —
At 31 December, 1997, the Group had commitments
to make payments under opesating leases during
the next year as follows for Jeases expiring:
Within one year 3 213 144 25
Between two and five years 953 241 682 111
Qver five years 192 — 192 —
1,176 . 454 1,018 136

The land and buildings leases are subject fo reat reviews.

21 Contingent commitments and labilitles

0n 28 February, 1996, the Group acquired Walter Foster Publishing Inc. OF the purchase price US § 966,242 was settled by the issue of
promissory notes. The principal values of the promissory notes is adjustable upwards to reflect the increase, if any, in the value (in US
doltars) of The Quarto Group Ing's common stock over US $ 3.83. As at 17 February, 1998 the value of the commaon stock was US $1.18 .
and accordingly ro adjustment has been made in these financial statements.

Quarto Inc has an agrezment te purchase the comman stock from the minority sharsholder in Book Sales Inc at the end of a five year period
which was Oclober 1996. The purchase price shall be based on the shareholders’ investment in Book Sales Inc, adjusted for subsequent
earnings. At 31 December, 1997 there was a potential liability, based on Book Sales ing’s financial statements, of approsimately

US $2,012,000. No provision has been made because the minerity shareholder has not exercised their option. At 31 Cecember, 1997 the
minority interest in the consotidated financiel statements of The Quarto Group Inc was US $1,067,000.

The Quarto Group Inc. has issued guarantess in respect of £2,028,000 of overdrafts of subsidizries (1996 £14,568,000) and bank leans of
£4,046,000 (1996: £9,352,900).

The Group has also issved guarantees in respect of £574,000 of hire purchase crediters of subsidiaries (1996: £687,000).

There are ne other contingent liabilities, arising in the ordinary course of business, in respect of litigation, which the directors befieve will
have a significant effect on the financial position of the Group.

AT S s iy e T

g v %




BusINESS REVIEW 45

NUTES T0 THE FINANCIAL STATEMENTS

22 Notes on the consolidated cash flow statement 1997 1896
" £000 £000
RECONCILIATEON OF OPERATING PROFIT TO NET CASH INFLOWS FROM OPERATING ACTIVITIES
Operating profit 6,183 9,146
Exceptional costs: cash outflows resulting from the closure of aperations (1,091} —
Depreciation charge 1,129 1,060
(Profit) on sale of fixed assets {(31) (13)
(Increase) in stocks and work ir progress (1,182) (4,611)
Increase/(decrease) in creditors 4,240 (1,112)
{Increase) in debtors (4,345) (2,663)
Net cash inflow from operating activities 4,803 1,807
As at Cash Exchange New Hire As at
1 January 97 Flow gifference Purchase  31December 97
£000 £000 £000 £000 EQ00
ANALYSIS OF NET DEBT
Cask at Bank and [n Hand 3,537 665 4,202
Bank averdrafts < 1 year (14,568) 12,185 (78) (2,461)
(11,031} 12,850 {78) 1,741
HP Creditors (687) 632 (519} (574)
Current loan instalments < 1 year {2,771) 1,696 (1,075
Bank loans > 1 year (7,582) (17,619) (340 (25,541)
Mortgages (373} 106 (267}
{11,413) (15,185) {340) (519) (27,457)
Management of liquid resources — 1,268 1,268
Nef {Debt) (22,444} (£,067) (418) {(519) {24,448)

QU"}EKO
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22 Notes on the consclidated cash flow statoment (continued)
PURCHASE OF BUSINESSES/SUBSIDIARIES

The goodwill arising on acquisition of £19,000 relates to the purchase of 5% of Regent Publishing Services Linited,

The cash autflow in respect of the purchase of businesses / subsidiaries consists of cash paid £244,000 in respect of the acquisition of 5% of Regent
" Publishing Services Limited and £321,000 deferred consideration paid.

23. Related party transactions

The refated party transactions for the year are as summarised below.
2) Sale of company cars o Directors as explained in note 2 on page 35,

b) Loans to Directors

G 1Y Tai
£000 -
—
As at | January, 1997 23
S ——
As at 31 December, 1997 —
e ————
Maximum outstanding during the year 23
——

During the year L. F Orbach and R. J. Morley maintained current accounts with the company. The balances on these accounts were less than £5,000
throughaut the year.

¢) £244,000 was paid to G. T. ¥ Tai for the purchzse of 5% of Regent Publishing Services Limited.

Quiely




HisToRrIcAL CosT FIVE-YEAR SUMMARY

Profit and less account

Turnover

Cperating profit before exceptional ¢charges
Net interest

Profit hefore exceplional charges and taxation

Loss on ¢losure of operations

Profit on urdinary activities
before taxation
Taxation

Profit on erdinary activities
after taxation
Minority interests

Profit for the financial year
Dividends
Retained profit

Earnings per share

Befare exceptional charges
After exceptional charges

Dividends per share

Balance sheet
Fixed assets
Other net assets

Net borrowings

Cash flow

Net cash inflow from operating activities
Return on nvestment and servicing of finance
Taxation

Capital expenditure and financial investment
Acquisition and disposals

Equity dividends paid

Other

Movement in (debti/funds for year

Net (debt)unds a! beginning of year

Net {deb)fiunds at end of year

1993 1994 1995 1996 1997
£000 £000 £000 £000 £000
49,590 57,921 66,469 80,619 31.820l
5,441 6,949 7,854 9,140 6,149
(421) (669) (840) (1,329) (1,941)
5,020 6,280 7,014 1811 4,208
—_ — —_ — (1,306}
5,020 6,260 7,014 7811 2,902
(1,301) {1,741} (i,747) (1,906) {636)
3,719 4,539 5,267 5905 2,266
(224) {258) (241) (528) {560}
3,495 4,281 5,026 5,377 1,766
(1,467} (1,614) {1,800} (1,944) {1,296}
2,028 2,667 3,226 3,433 470
19.7p 20.8p 24.8p 26.5p 13.2p
19.7p 20.8p 24.8p 26.5p 1.0p
6.0p 6.3p 1.25p 8.0p 4.5p
4,908 5,736 6,787 7,392 6,759
13702~ 19,415 23,809 28,353 31,429
18,610 75,151 30,596 35,745 38,188
(3,915 (11,684) (12,497) {22,444) (24,448)
14,695 13,467 18,099 13,301 13,740
1,807 4,903

(1,691) {2,427}

(956} (1,453)

{1,009) (28)

(7,552) {565)

{1,386) {1,587)

880 {847)

(9,947) (2,004)

(12,497) (22,444}

(22.444) (24,448}

The summary cash flow information in respect of the 1993 to 1995 is not readily available in the manner required by the new accounting standard, FRSL, Cask

Flgw Statements.
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