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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareholders of Reed International P.L.C.

We have audited the accompanying consolidated balance sheet as of December 31, 1994, and the
related consolidated statements of income, total recognized gains and losses, changes in shareholders’ equity
and cash flows for the year ended December 31, 1994. These consolidated financial statements are the
responsibility of the company’s management. Our responsibility is to express an opinion on these financial
statements based on our aundit. ‘

We conducted our audit in accordance with auditing standards generally accepted in the United
Kingdom and the United Statcs. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatemcnt, An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall presentation of the financial statements. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the aforementioned consolidated financial statements present fairly, in all material
respects, the financial position of Reed International P.L.C. and its subsidiaries at December 31, 1994 and
the results of their operatians and their cash flows for the year ended December 31, 1994 in conformity with
accounting principles generally accepted in the United Kingdom (which differ in certain material respects
from generally accepted accounting principles in the United States — see note 20).

ToucHe Ross & Co

Chartered Accountants & Registered Auditors
London, England

14 March 1995
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and Shareholders of Reed International P.L.C.

We have audited the accompanying consolidated balance sheet of Reed International PL.C. and its
subsidiaries as of December 31, 1993 and the related consolidated statements of income, total recognized
gains and losses, cash flows and changes in sharcholders™ equity for each of the nine months ended
December 31, 1992 and the year ended December 31, 1993 prepared on the basis and under the accounting
policies set out in notes 1 and 2 to the financial statements and expressed in pounds sterling. These
consolidated financial statements are the responsibility of the company’s management. Our responsibility is
to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
Kingdom and the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates and
judgements made by management, as well as evaluating the overall presentation of the financial statements.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the aforementioned consolidated financial statements present fairly, in all material
respects, the financial position of Reed International P.L.C, and its subsidiaries at December 31, 1993 and
the results of their operations and cash fiows for each of the nine months ended December 31, 1992 and the
year ended December 31, 1993 in conformity with accounting principles generally accepted in the United
Kingdom. We have not audited the consolidated financial statements for any period subsequent to Decem-
ber 31, 1993.

Accounting principles generally accepted in the United Kingdom vary in certain significant respects
from accounting principles generally accepted in the United States. Application of the latter wouid have
affected the determination of consolidated net income expressed in pounds sterling for each of the nine
months ended December 31, 1992 and the year ended December 31, 1993 and the determination of
consolidated shareholders’ equity expressed in pounds sterling as of December 31, 1993 to the extent
summarized in note 20 to the consolidated financial statements.

-

PRICE WATERHOUSE

Chartered Accountants & Registered Anditors
London, England

September 22, 1994
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12 Months
ended
December 31,
o2
(In £ millions except)
per share amount)
1,684 Netsales . .......c.......
(742) Costofsales .............
942 Grossprofit........... e
Selling, general and
(666) administrative expenses. . . .
Share of income of associated
9 COMPANIes .. ..........-
Operating income before
285 exceptional items ... ... ..
(25) Pxceptional items .........
260 Operating income . ........ _
35 Interest income . . .........
(7 Interest expease. . .........
(42) Net interest income . . ......
Income before taxes and
218 minority interests . .......
(69) Taxes on income . .........
Income before minority
interests and preference
149 dividends . .............
Minority interests and
— preference dividends. ... ..
Net income for the financial
149 period . ... ... ... ...
Earnings per ordinary share of
26.7 25p each {pence} ........

REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

STATEMENTS OF TOTAL RECOGNIZED GAINS AND LOSSES

Net income for the financial
period ................

Exchange translation
differences .. ...........

Total recognized gains and
losses for the period . . . . ..

9 Months 12 Moaths 12 Months
ended ended ended
December 31, December 31, December 3,
Notes 1992 1993 1994
(In £ millions except)
per share amounts)

5 1,197 — —
— (544) Rl -

653 — —_
(492) 1) (1)

3 7 250 m
5 168 249 2n
T @ _16 _
143 25 31

26 9 7
8 (61)) G @
6y _s _3

112 210 314
9 (38) a3 8D
74 ) 197 233

74 17 23

13.2 35.2 41.5

74 197 233

_3 ) _©

130 192 27

E——

The historical cost profits and losses are not materially different from the results disclosed above.
To assist comparison income statement information has been included above for the corresponding

twelve month period ended December 31, 1992.

Theacwnzpmwirzgnokaonpagesﬁ%tol’-ﬁmanbztcgalpaﬂofthmoonsokdatadﬁmnah!sfafanm.
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

At December 31,
Notes 1993 1994
(In £ milliens)
Fixed assets:
IOVESHMENLS . . . .00 vvev e vavrsncnaosvaosaasaronossns 12 931 740
Current assets: ,
Debtors: amounts falling due withinone year .............. 13 85 133
Cash and short term investments . ...................... 3 i
TOtal CUMTENE @SSELS . . - o oo v cw e nm e mmcnoranaeaansens L8 135
Creditors: amounts falling due withinone year .. ............. 14 (76 (88)
Net CUTTENE QSSLLS . . . o v ovec e v sianaeecnnenanaannran 12 47
Creditors: amounts falling due after more than one year . . ...... 15 (36) (36)
| £ 907 751
Capital and reserves:
Redeemable preference shares . ... ... il 16 3 ) 3
Non-redeemable preference shares .. ..........ovviiots 16 1 1
Ordinaryshares . . . ...t o i i 16 141 141
Share premium aCCOUNt . . ...t v e v oo ronnanennan 171 176
Retained earnings . ... .......... ... .iuuanrrenncnannnn 591 - 430
Total shareholders’ funds . .. .. ... ... .ot iiiaaniianan 907 751
Contingent lLiabilitics — See note 17,

The accompanying notes on pages F-46 to F-59 are an integral pant of these consolidated financial statemenis.
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

12 Months : 9 Months 12 Months 12 Months
ended ended ended ended
December 31, December 31, December 31, December 31,
1992 Notes 1992 1993 1994

£ millions) (Xn £ millions)
= 260 Opcratingincome - . . . .. .o 143 15 30
_—ég Share of inconte of associated companies . . . . g} — -
( Net SSAP 24 neredit . ... .. ..., ( — —
2 Profit from of investments, intangible and _
tangible fixed asgets . . ... ... ... ... .. g) — —
3> Depreciation . . .. ...... ...t x — —
4) Noncashitems.............eeom-nnnn Ls) Bl _
1 ase)/decrease in inventories . ... ..... 2) — —
50 %Ji’n trade reccivables and other assels . 58 - -
8 Increase in acooums payable, accrued expenses
and provigions . .. ... ...... ... ... 13 — —
59 Movement in working capital . . . .. .. .... ... » — —
Exceptional items
25 T COBLE . . . oo nennmunarseosnan 25 — —
Profit from sale of investments, intangible and
- tangible fixed a8SCIS . .+ v 2 oo aveeen e - _(16) _(40)
Net cash inflow/(outflow) from operatin
340 e o o P ... W N0 o
Retwn on investments and servicing of finance
;’_; {:temst req:livcd .................... g; (g z
terestpaid . .. ... a0 i e m s
{88} Dividenclim paid to sharcholders , , ... ... .- %60; (105; (189;
5 Dividends received from associated companies . _4 33 109
(123) Net cash (outﬂmﬁnﬂow from returns on
. investments servicing of finance . . ... ... (51) _(67) 3
_{49) Taxation paid/{repayments) . .......-...... (36) = 3
Investing activities '
(46) w to acquire tangible fixed assets. . . . . 33) — -
9 e of investments, intangible and tangible
fixedassets ........... .. c..0ucnn 3 12 40
{78; Acquisition costs . ... ................ 6 (42) — —
. (18 Othier items including payments against
acquisition provisions . . ... . .... ... ... (9; — —
13 Exceptional item payments . . . ... ........ (13 _@® —
(146) Net cash (outflow)/inflow before investing
_ activities . . .. ... ... e {%4) _8 40
2 Net cash (outflow)inflow before financing . . . . . 1% _(60) %
9 lesmmf ordinary 18 5 8 5
o shares. .. .............
(18) Net repayments of iong terma borrowing . . . . . (M 1y )
— Decrease/(increase} in net funding balances
with associated undertakings .. .. ... .. .. — 52 (50}
% Decrease in short term investments . . ... ... _6 - 1
8 Net cash from financing . .. .........-.... _4 - » 49
(Decrcase)/increase in net cash and cash
103 equivalents . .. ... ... ... ieen 18 (15) D —

On merger consolidated net borrowings of £624m were transferred to associated undertakings. This
transfer, which is not included as a cash flow movement above, is detaited in note 18.

Transactions undertaken to hedge another transaction are reported under the same classification as the
transaction that is subject to the hedge. .

To assist comparison, cash flow information has been included above for the corresponding twelve
month period ended December 31, 1992.

The accompanying notes on pages F-46 to F-59 are an integral part of these consolidated financial staternents.
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INTERNATIONAL P.L.C. AND SUBSIDIARIES
STATEMENTS OF CHANGES IN CONSOLIDATED SHAREHOLDERS’ EQUITY

25p Ordinary
£1 Preference Shares Shares Share
Non- Share premium Revaluation Retained

Redeemiable redeemsble Number Capifal acceunt reserve enrnings  Total
fmillion £ miltion 00 fwmilion £ million £ million £ willion £ million

Balance at March 31, 1992 . . . . 3 1 557,595 140 159 3 1,065 1,371
Netincome . ........... — - — — - — Lad "
Ordioary dividends . . .. . .. — — — — — — ) 72)
Trapsfers. . ... ... . ..... - — —_ — — 1) 1 -
Exchange wanslation

differences . . ... ... ... — - —_ — - - 56 56
Goodwiil written off on
acquisitions .. ........ — - — —_ — — 3 )
i shares issued under
share option schemes . . . . — — 1,503 — 5 — — 5
Shares allotted in lieu of
dividends . . .. ........ — — 109 — — — 1 1

Balance a1 December 31, 1992 . 3 1 559207 140 164 2 1,120 1,430
Merger adjustment . . . . ... — — — — —_ (2) (566) (568)
Netincome ... ......... — — — —_— —— — 197 197
Ordinary dividends . . . . . .. - — — —_ — — (105)  (105)
Share of goodwill written off

on acquisitions . . ...... — — - — - — {50) (50)
Other items including
exchange . . ... ... ... ... — —_ —_— — — _ 5 [6))
Ordinary shares issued under
share option schemes . . . . — - 2,122 1 — — 8

Balance at December 31, 1993 . 3 1 561,329 141 171 — 591 €07
Netincome . ........... — — —_ — —_ — 23 233
Ordinary dividends . ... ... — —_ — — — — (121) (121)
Share of goodwill written off

on acquisitions . .. .. ... — — — — — — (270) (270)
Other {tems including
exchange . . ........... - — —_ — — - 3) 3
Ordinary shares issued under
share option schemes . . . . — — 1,257 — 5 — — 5
Balance at December 31, 194 . 3 1 562,986 141 176 —_ 430 751

The accumulated exchange translation differences included in retained earnings are £(13) million
(December 31, 1993 £(10) million; December 31, 1992 £(5) million).

Reed International PL.C.’s share of the revenue reserves of the combined businesSes is £518 million
(1993 £682 million) and its share of the revaluation reserves is £1 million (1993 £2 million). The share of
accumulated goodwill in the Reed Elsevier combined financial statements is £1,023 million (1993 £737
million).

The accomparying notes on pages F-46 to F-59 are an integral part of these consolidated financial statements.
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REED INTERNATIONAL P.L.C. AND SUBSIDIARJES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1  Basis of financial statements

The consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the United Kingdom (“U.K. GAAP”) and are presented under the historical cost
convention as modified by the revaluation of fand and buildings. These principles differ in certain significant
respects from accounting principles generally accepted in the United States (“U.S. GAAP”); see note 20.
Amounts in the financial statements are stated in pounds sterling (“£”). The consolidated financial state-
ments include those of Reed International P.L.C. and all of its subsidiary undertakings made up to the end of
the financial period.

In preparing these financial statements certain reclassifications and changes in presentation have been
made to the consolidated financial statements previously presented in Reed International P.L.C.’s published
U.K. annual reports to sharebolders in order to conform with new UK. financial reporting standards.

The consolidated financial statements of Reed International P.L.C. for the years ended December 31,
1994 and 1993 include its interest in the combined businesses accounted for on an equity basis. The financial
position of the Reed Elsevier combined businesses as of December 31, 1994 and 1993 and the results of their
operations and ¢ash flows for the years then ended are set forth in the combined financial statements.
Consolidated financial statements for Reed International P.L.C. for periods prior to the Merger reflect a full
consolidation of its publishing and information businesses.

2 Accounting policies
The significant accounting policies adopted are as follows:

BASIS OF CONSOLIDATION

The consolidated financial statements include the accounts of the parent company and its subsidiary
undertakings, together with the group’s share of the profits and retained post acquisition reserves of its
associated undertakings made up to the end of the financial period. The results of businesses acquired are
included from the effective date of acquisition and businesses sold are included up to the date of disposal.

On January 1, 1993 Recd International PL.C. and Elsevier NV contributed their businesses to two
companies, Reed Elsevier plc and Elsevier Reed Finance BV. Reed Elsevier pk, which owns all the
publishing and information businesses, is incorporated in England and Elsevier Reed Finance BV, which
owns the financing and treasury companies, is incorporated in the Netherlands. Reed International PL.C.
and Elsevier NV each holds a 50% interest in Reed Elsevier plc and, until 3 November 1994, a 50% interest
in Elsevier Reed Finance BV. In addition, Reed International PL.C. has a 5.8% interest in Elsevier NV
reflecting the relative market capitatizations of the two companies on which the financial terms of the merger
of their businesses were based.

Under equalization agreements at the time of the merger, ordinary shareholders of Reed International
PL.C. and Elsevier NV ¢njoy substantially equivalent dividend and capital rights with respect to their
ordinary shares in the net income and net assets of the Reed Elsevier combined businesses, comprising the
separate legal entities of Reed International PL.C., Elsevier NV, Reed Elsevier pic and Elsevier Reed
Finance BV and their respective subsidiaries and associates. These arrangements are such that, with respect
to dividend and capital rights, one Elsevier NV ordinaty share is, in broad terms, intended to confer
equivalent economic interests to 0.769 of a Reed International PL.C. ordinary share. At the time of the
Merger this ratio was 7.69 and this has been adjusted to reflect a ten for one share split in respect of Elsevier
NV ordinary shares, which became effective on October 5, 1994. As a result of these arrangements, Reed
International PL.C. shareholders have a 52.9% economic interest in the attributable profit of the Reed
Elsevier combined businesses.

On November 3, 1994, Elsevier NV subscribed for additional shares in Elsevier Reed Finance BV,
raising its interest to 54% and lowering Reed International PL.C.’s interest to 46%. The funds contributed
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Coustinued)

2 Accounting policies — (continued)

by Elsevier NV in the capital injection remain part of the net assets of the Reed Elsevier combined
businesses and so there is no resulting change in the sharing of earnings and net assets between Reed
International PL.C. and Elsevier NV sharcholders.

The consolidated accounts of Reed International PL.C. include the 52.9% economic interest that
shareholders have ‘under the equalization arrangements in the Reed Elsevier combined businesses, ac-
counted for on an equity basis.

The combined businesses, also referred to herein as “Reed Elsevier”, are defined as the businesses of
Reed Elsevier plc and Elsevier Reed Finance BV, together with the parent companies, Reed International
P.L.C. and Elsevier NV, and their respective subsidiaries. The accounting policies adopted in the preparation
of the combined financial statements encompassing the combined businesses are set out in notes 1 and 2 to
the combined financial statements. These are also substantially the accounting policies adopted by Reed
International P.L.C. in the preparation of its consolidated financial statements prior to the Merger.

DETERMINATION OF PROFIT

The Reed International P.L.C. sharc of the Reed Elsevier combined results has been caiculated on the
basis of the 52.9% economic interest of the Reed Intermational P.L.C. shareholders in the combined
businesses after taking account of results arising in Reed International P.L.C. and its subsidiary undertak-
ings. Dividends paid to Reed International P.L.C. and Elsevier NV shareholders are equalized on a gross
level inclusive of the UK tax credit received by many Reed International P.L.C. shareholders. In these
financial statements an adjustment is required to equalize the benefit of the tax credit between the two sets of
shareholders in accordance with the equalization agreement. This equalization adjustment arises only on
dividends paid by Reed International P.L.C. to its shareholders and reduces the attributable earnings of the
company by 47.1% of the amount of the applicable tax credit.

BASIS OF VALUATION OF ASSETS AND LIABILITIES

Reed International P.L.C.’s 52.9% economic interest in the net assets of the combined businesses is
shown on the balance sheet as interests in associated undertakings net of the assets and liabilities reported as
part of Reed International PL.C. and its subsidiary undertakings.

FOREIGN CURRENCY TRANSLATION

Statement of income items are translated at average exchange rates. In the consolidaged balance sheet,
assets and liabilities are translated at rates ruling at the balance sheet date or contracted rates where
applicable. Recd International PL.C’s 52.5% share in the gains or losses relating to the re-translation of the
asscts and liabilities of the combined businesses are taken direct to retained earnings.

ACQUISITIONS

On the acquisition of a subsidiary or associate, the purchase consideration is allocated between the
underlying net tangible and intangible assets on a fair value basis. Any excess cost or ggodwill is written off
against retained eamings. ‘
CASH AND CASH EQUIVALENTS

Cash and cash equivalents are all highly liquid instruments with an original maturity of three months or
less.
TAXATION

Deferred taxation is provided in full for timing differences using the liability method. No provision is
made for tax which would become payable on the distribution of retained profits by foreign subsidiaries or
associated companies or on the sale of intangible assets at stated amounts as there is no present intention to
distribute such retained earnings or to sell intangible assets.
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

2 Accomnting policies -~ (continued)
NET SALES

Net sales represént the invoiced value of sales excluding VAT and sales between the combined
businesses.

DEVELOPMENT COST _
Development spend is expensed to the income statement as incurred.

PENSIONS

The expected costs of pensions in respect of defined benefit pension schemes are charged to the income
statement so as to spread the costs over the service lives of employees in the schemes. Actuarial surpluses
and deficits are allocated over the average expected remaining service lives of employees. Pension costs are
assessed in accordance with the advice of qualified actuaries. For defined contribution schemes, the income
statement charge represents contributions made.

3 Income fmg: interests in associated companies

1993 1994

(In £ millions)
Share from 50% hokding in Reed Elsevier combined results . . ............ Leae. 267 310
58%Elsevier NVsresults ., . ... ooiiiin it i it iancnansaaannrenns 15 18

282 328
Effect of tax credit equalization on distributed earnings (note 4) ............... - (12) (14)
Items consolidated within Reed International P.L.C. including exceptional items . . .. (20) 42)

% m

4  Effect of tax credit equalization on distributed earnings

The Reed International P.L.C. share of the Reed Elsevier combined results has been calculated on the
basis of the 52.9% economic interest of the Reed International P.L.C. shareholders in the combined
businesses. Dividends paid to Reed International P.L.C, and Elsevier NV shareholders are equalized on a
gross level inclusive of the UK. tax credit received by many Reed International P.L.C. shareholders. In these
financial statements an adjustment is required to equalize this benefit between bath sets of shareholders in
accordance with the equalization agreement. This equalization adjustment arises only on dividends paid by
Reed International P.L.C. to its shareholders and reduces the attributable earnings of the company by 47.1%
of the amount of the applicable tax credit.

5 Segmt information :
Segment information is not presented for the years ended December 31, 1994 and 1993 as Reed

International P.L.C. accounts for the results of the combined businesses on an equity basis following the
Merger on January 1, 1993.
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
5  Segment information — (centinued)

9 Months ended
(In £ millions)
Net sales
BOOKS. .. o tot it tieteen sty 277
Reference Publishing . . . . ........ ... it 55
Travel and Information Services . .. .. ... i 173
Exhibitions .. ... coveneereionearanenanmneenaanenenn 98
Business to Business Publishing . . ... ................. 297
Consumer Publishing . . .. ....... ... ... 0. aheenn.. 297
L7
Operating income before exceptional items
BOOKS . . .\ i i ii i it r e e 47
Reference Publishing . . . .. ... ..o vvinivuencaaeens 7
Travel and Information Services .. ... .. - v vvevaaeenon- 35
ExhiDitiOons ... coviirvmereancnenanacnnnnsasansnsa 7
Business to Business Publishing ...................... ' 21
Consumer Publishing . . .. .. ...... ... oreaatn s
_168
Capital employed
BOOKS . ..o vt i i it et e e i 450
Reference Publishing . .. ........ . cvviiiiiniinanne, 378
Travel and Information Services . . ... ... ...... .t 387
Exhibitions . ... ...cociiiret it i eaanaaeaaasnns 90
Business to Business Publishing . ..................... 587
Consumer Publishing. . ........ ... . e 264
2356
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
5  Segment information — (continued)

9 Months ended
992
By geographic origin December 31, ¥
' (In £ millions)
Net sales
L 1 <O S G 655
U S A ittt it ttsinnarancenratsnnansrnnn- 390
Restof World . . . ... iii i r it s ie i eenanrannnn 152
1,197
Operating income before exceptional items
UK e e i e et 111
US A it it e e eaatettena e 47
Restof World . . .. ... ittt it iacacnscivaananen 10
- 168
Capital employed
UK it et it tatateenancrasronaaneneanes 744
L 1 1,204
Restof World . . ... .. ii i it i i i e etnoanannns 208
2,156
By geographic market
Net Sales
L1525 < 556
U S A, .t i ieat it inie s acertananenass 382
Restof World . . ..o ii ittt e i i it i e e s meaeee 259
1,197

Capital employed at December 31, 1992 is before net borrowings of £624 million, taxation of £98 million
and minority interest of £4 million which are deducted in calculating shareholders’ equity.

6 Significant acquisitions

During the nine months ended December 31, 1992 Reed International P.L.C. spent £42 million
(including deferred consideration) on the acquisition of publishing and information businesses. No acquisi-
tions, other than through its associated companies, were made by Reed International P.L.C. in the years
ended December 31, 1994 and 1993. Where the purchase price has exceeded the fair value of the net 1angible
and intangible assets acquired, the excess is regarded as goodwill and has been written off against retained
earnings. The fair' value adjustments principally relate to the valuation of intangible assets and provision for
the costs of reorganization and integration of the business acquired.
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Centinued)

7  Exceptional items
9 Months 12 Months 12 Months

ended ended ended
December 31, December 31, December 31,
1992 1993 1994
: (In £ millions)
Profit on sale of fixed asset investments ........... — 16 40
MeIgErcOoSS . . . covvevviennnaconsronnnennnn. (25) - —
@) s o

8 Interest cxpense
9 Months 12 Months 12 Months

ended ended ended
December 31, December 31, December 31,
1992 1993 1994

(Iu £ millions)
On bank loans, overdrafts and other loans repayable

wholly within S5years ............. .. ... 0h (45) — —
Onallotherloans . ...... ... ivviinnn.. (12) @ S G
) @) @

9 Taxes on income
Taxes on income charged/(credited) to earnings were as follows:

9 Months 12 Months 12 Months

ended ended ended
December 31, December 31, December 31,
1992 1993 1994

(In £ millions)
. UK. Corporation Tax

L5 11.¢ (1 A 23 2 - 1
Deferred . ... . .. .. i 5 — —

Rest of World Corporation Tax
[@1) ¢ (-2 1) SN 11 — —
Deferred .. ... ..ot iiiii i 3) - —
Share of associated companies’ taxation ........... 2 n _80
_% 73 8

Deferred taxation is provided in full for timing differences using the lability method. No provision is
made for the tax which would become payable on the distribution of retained profits by foreign subsidiaries
or associated companies or on the sale of intangible assets at stated amounts as there is no present intention
to distribute such retaimed earnings or to sell intangible assets. The potential deferred tax has not been
quantified as it is not practicable to determine the lLiabilities.
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

10 Earnings per ordinary share
The earnings per ordinary share for each financial period is calculated as follows:

Average
number of

ordinary

shares in Earnings per

__Earnings issue ordinary share
(In £ millions) (In milliens) (In pence)

12 months ended December 31,1994 . ... ........ 233 561.9 415
12 months ended December 31,1993 . ........... 197 560.6 352
9 months ended December 31, 1992. .. .. .. ... ... 74 5581 132
12 months ended December 31,1992 ... ... ...... 149 557.9 26.7

11 Dividends - ordinary
9 Months 12 Months 12 Mounths

ended ended ended
December 31, December 31, December 31,
1992 1993 1994
(In £ millions)

Firstinterim . ... ... ... un e iininnenennnann 31 33 38
Secondinterim . .........c.. .ttt aaann 41 — —_
Final (proposed) . ... ..... ... iurirerncranen — 72 83
Total . . . e e e 72 105 121
Per 25p Ordinary Share
First interim ... ... .cueiianennunareasnnnnsss 5.50p 6.00p 6.70p
Secondinterim ........... ..t . 7.25p — —-—
Final (proposed) .. ... ... .. ..o — 12.75p 14.80p
Total . o et 12.75p 18.75p 21.50p

|
|
|

12 Fixed asset investments

Investment in Loans te

associated associated
undertakings undertakings Total
(In £ millions)

AtDecember 31,1993 .. .. ... v iii it 895 36 931
Share of profit of associated undertakings . ................ 272 — 272
Share of tax attributable to associated undertakings . .. ... .. .. (80) — (80)
Dividends received and receivable . ... ... ... ... L. (109 — (109)
Share of goodwill written off (Net) . . ... .......coeinn.n. (270) — (270)
Other items including share of exchange . . ................ ) — 4
AtDecember 31, 1994 . . .. .. ...ttt e 704 36 740
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REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

12 Fixed asset investments — (continued)

The investment in associated undertakings represents the 52.9% economic interest that Reed Interna-
tional P.L.C. has in the Reed Elscvier combined businesses, less those assets and liabilities that are
separately consolidated in the Reed International P.L.C. group accounts. Reed International PL.C.’s indi-
rect 5.8% holding in Elsevier NV has been reflected within the equity accounting for the associated
undertakings.

13 Debtors
1993 1994
(In £ millions)
TAXALON . .. s cv o e vvvonrrssaronmnveararsranns e e 1 —
Amounts owed by associated undertakings . ...... ... i iieanien e ) 133
B 18
All amounts are due within one year.
14 Creditors: amounts falling due within one year
1993 1994
. (In £ millions)
Loan capital . ... ... ot 3 2
Proposed dividend . . . .. .. ..ottt 72 83
Other CTEditOIS « . . v v o v et e st enaantosaasornamssssnosasnsooennssns 1 3
76 88
15 Creditors: amounts falling due after more than one year
1993 1994
(In £ wmillions)
Amounts owed to associated undertakings ... ... ... ..l 36 36
36 36
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

16 Share capital
Issued Issued

and and
Anthorized fully paid fully paid
1994 1993 1994
(In £ millions)
Reed International PL.C.
Preference shares (cunudative) of £1.00 each
Redeemable at par at the option of the company
3.15% (previously 4.5%) .. .c.ovur it 2 2 2
3.85% (previously 5.5%) ... vv oot 1 1 1
Non-redeemable
3.50% (previously 59) . ... ..o iiaicii i — — —
490% (Previously 7%) . . v e vveveiericns i 1 1 1
‘ 4 4 4
Ordinary shares of 25peach ............ ..o cvrannn. 141 141 141
Unclassified shares of 25peach ...... ... coovvevrannaana, a3 — —
TOL ..o et e 188 145 145

Details of shares issued under share option schemes are set out in note 19.

17 Contingent Liabilities
There are contingent liabilities in respect of borrowings guaranteed by Reed International P.L.C.:

1993 1994
(In £ millions)

Borrowings of Reed Elsevier plc group and Elsevier Reed Finance BV group
Guaranteed jointly and severally with Elsevier NV ... ... .. .....oovvens 1,008 1,447
Guaranteed solely by Reed International P.E.C. . .. .. ... ... viinninnes 34 14
Borrowings of other companies. . ... .. ... .o i 2 4
1,044 1,465

There are a number of outstanding legal claims against the combined businesses but they are not
considered to be material in the context of these financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
18 Statements of Cash Flows

Fonding Short term investments:
Share capital balances with original
and share  Long term  associsted maturity after 3 months
premiam borrowings undertakings and within 1 year
(In £ millions)
Analysis of changes in financing
At December 31, 1992 . .. 308 641 — Q)
Transferred on merger . .. — (637) (99) 1
Net cash flow from
ﬁnancmg ........... ._8 (1) _53 _
At December 31, 1993 . .. 316 3 {47 3)
Net cash fiow from
financing . .......... 5 (1} (50) 1
At December 31, 1994 . .. 321 2 QZ) (2

Long term borrowings comprise loan capital, promissory notes and bank loans with an original maturity
of over 3 months,

Bank
Short-term loans
_investments: promissory
Cash at bank original maturity notes and
and in hand  within 3 months overdrafts Total

(In £ millions)
Analysis of changes in net cash and cash equivalents
At December 31,1992 ................. 44 322 {358) 13
Transferred onmerger .. ............... (49) (321) 358 (12)
Net cash flow from financing. . ........... — (1) — (1)
At December 31,1993 .. ............... — — - — —
Net cash flow from financing. .. .......... — — — —
At December 31,1994 . .. ............. — — — —_

19 Share option schemes

Reed International P.L.C. operates a savings related share option scheme established in 1984 which is
open to all U.K. employees who have at least one year’s continuous service with a Reed Elsevier company at
the date on which the options are granted and work 16 hours or more a week. The options may be exercised
after five years at a price equivalent to not less than 80% of the market valuc of the ordinary shares at the
time of grant. :
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19 Share option schemes — (comtinued)
Transactions during the three financial periods ended December 31, 1994 were:
Number of Exercise
ordinary share price

. shares {pence)
Outstanding at March 31,1992 . ............ e 4,165,975
GIBMIEd ... vt o e e cienaaaa e iser et S —
EXOICIBEA . - oo v eeettovananceatnassionareanenonnacnes (123,596) 241.67 - 399.6
Lapsed . ... cniernaor e s e {375,326)
Outstanding at December 31,1992 ... .. ..oconeeninnrnnonn s 3,667,053
Granted ... ... .. i et 1,421,271 526.0
EXCrcised . ..o ovoeesrimeennennsoasosanmesrnssobonaesns (982,084) 2760 - 3996
2 R R AR (265,145)
Outstanding at December 31,1993 .. ..., een 3,841,095
Granted . .o vir et 1,050,073 656.4
EXEICISEH .+ v i v e vv s enrcanareetoneaenonsannnsasonannassns (250,399) 2828 - 656.4
9PN T R LR (317,968)
Qutstanding at December 31, 1994 . ... ... ... vy 4,322,801

Options outstanding at December 31, 1994 were exercisable by 2000.

Reed International P.L.C. operates an overseas savings related share option scheme established in
1991, the first grants for which were made in the period ended December 31, 1992. The scheme is open to all
emplayecs, who are not eligible for the U.K. savings related scheme, who have been with Reed Elscvier for at
least one year and who work 20 or more hours per week. The options may be exercised after five years ata
price equivalent to 80% of the market value of the ordinary shares at the time of grant. :

Transactions during the three financial periods ended December 31, 1994 were: _
Number of ~ Exercise
ordinary share price
shares (pence)

Outstanding at March 31, 1992 .. ....... ... ...oooiiiiaivinnne
Granted ... ... .ttt eieareismis et s 220,645 4072 - 467.6
BxerciSsed ... oi v oie et e e s —
Lapsed .. .. ... .t e (1,476)
Outstanding at December 31, 1992 ... ... ... ... .o oot 219,169
Granted .. ..o vi ottt et et —
EROICISEA . o v i i i tvese s aaeeacasmanaton e —_
T T IR (1,674)
Outstanding at December 31,1993 ... .. .. oiiinieiaienan s 217,495
Granted ... .. v et ittt m e e —
EXBICISEO . . .o v iv it ieee s tnamasaas s a s (207) 454.0
Lapsed .....ccovinnieiii i e e (20,321)
Outstanding at December 31, 1994 .. ... ... .. ... ciiierienis 196,967

Options outstanding at December 31, 1994 were excrcisable by 1998.



REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

19 Share option schemes — (continued) :

The Reed International PL.C. executive share option scheme was established in 1984. The board of
directors grant options to selected full time employees of Reed Elsevier. The options normally become
exercisable after three years and may be exercised up to ten years from the date of grant at a price equivalent
to the market value of the ordinary shares at the time of grant,

Number of Exercise
ordinary share price
shares (pence)

Outstanding at March 31,1992 . .. ... . ciiiieiermnneannns 6,240,139
GERADIEA .« v v e e i e ae e e 563,200 567.5
EXEICISEd .. oo i i it e it a ey (1,389,239) 260.0 - 567.5
Lapsed . ..o (81,800)

Outstanding at December 31, 1992 .. ... .ccviviiinconinnen 5,332,300
Granted ... ... .00 ct it eratont oo e 1,415,200 6435
| 3O vy [ (1,140,000) 373.0 - 474.5
0 A R LR {10,200}

Outstanding at December 31,1993 .. ... ... ... ... .o 5,597,300
GIADtEd . . . . ottt et e e 1,966,000 820.5
ERETCISC .. .. oot ieee e cvarenasoasnsorsnsnroncacennons (1,006,200) 338.9 - 4745
Lapsed . ... oot e (133,400)

Qutstanding at December 31,1994 ... ... ... .. ... ... ciiiinn 6,423,700

Options outstanding at December 31, 1994 were exercisable by 2004.

20 Summary of differences between UK. and U.S. GAAP

The consolidated financial statements are prepared in accordance with generally accepted accounting
principles in the United Kingdom (*U.K. GAAP”), which differ in certain significant respects from generally
accepted accounting principles in the United States (“U.S. GAAP”). These differences relate principally to
the following items and the approximate effect on net income and shareholders’ equity is shown in the
following tables.

Impact of US. GAAP adjustments to combined financial statements

Reed International P.L.C., following the merger of its businesses with those of Elsevier NV, accounts for
its 52.9% economic interest in the combined businesses by the equity method in conformity with both U.K.
and U.S. GAAP Using the equity methad to present its net mcome and shareholders’ equity under U.S.
GAAP Reed International P.L.C. reflects its 52.9% share of the effects of differences between UK. and
Dutch GAAP and U.S. GAAP relating to the combined businesses as a single reconciling item, together with
related effects arising from the equalization of dividends at the gross level; see note 4. Details of the
differences relating to the combined businesses are explained in note 31 to the combined financial
statements.

Goodwill and other intangible assets

Under UK. GAAP, goodwill arising on business combinations treated as acquisitions may be written off
against retained earnings. Other intangibles, principally publishing rights and titles, databases and cxhibi-
tions, are carried at fair value on acquisition with no systematic amortization, as they have no finite economic
life. They are, however, subject to an annual review for permanent impairment.

Under U.S. GAAP, goodwill and other intangibles acquired prior to November 1, 1970, the effective
date of APB Opinion 17, Intangible Assets, of £35 million are not amortized as, in the opinion of the

-

E-57



REED INTERNATIONAL P.L.C. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

20 Summary of differences between UK. and U.S. GAAP — (continued)

management of Reed International P.L.C,, these assets have no evident limited life. The cost of intangible
assets acquired after October 30, 1970 is required to be amortized over the period of their estimated useful
lives, to a maximum of 40 years. '

Deferred taxation

Under UK. GAAP, deferred taxation is provided in full for timing differences using the liability
method. Under U.S. GAAP, deferred taxation is provided on all temporary differences under the liability
method, subject to a valuation allowance where applicable in respect of deferred tax assets, im accordance
with SFAS 109, Accounting for Income Taxes. The principal adjustment to apply U.S. GAAP is to provide
deferred taxation on timing differences arising from the amortization under U.S. GAAP of goodwill and
other intangibles. ’

Revaluation of land and buildings :

Under UX. GAAP, land and buildings may be restated on the basis of appraised values in financial
statements preseated in all other respects in accordance with the historical cost convention. Such restate-
ments are not permitted under U.S. GAAPF.

Acquisition accounting

Under UK. GAAP there are certain items, such as integration costs incurred in existing operations,
which may be provided as part of the purchase accounting adjustments on acquisition. Under U.S. GAAE,
some of these items are expensed in the statement of income when the costs are incurred.

With effect from 1995, Reed International EL.C. will apply the new UK. Financial Reporting Standard
FRS 7, Fair Values in Acquisition Accounting, under which provisions for restructuring and integration costs
may no longer be provided as part of purchase accounting.

Pensions

Under U.K. GAAR, pension costs are accounted for under the rules set out in SSAP 24. Its objectives

and principles are broadly in line with those set out in the US. accounting standard for pensions, SFAS 87,

Employers Accounting for Pension Costs. However, SSAP 24 is less prescriptive in its provisions and atlows
the use of different measurement provisions.

Short term obligations expected i be refinanced

Under U.S. GAAP, where it is intended to refinance short term obligations on a long term basis and this
is supported by an ability to consummate the refinancing, such short term obligations should be excluded
from current liabilitics and shown as long term obligations. Under U.X. GAAP, such obligations can ounly be
excluded where, additionally, the debt and the facility are under a single agreement or course of dealing with
the same lender or group of lenders. Short term obligations totalling, as at December 31, 1992, £319 million
would thus be excluded from current liabilities under U.S. GAAP and shown as loag term obligations. Reed
International P.L.C. had no such obligations at December 31, 1994 and 1993.

Sale and lease back transactions of real estate

U.S. GAAP prescribes certain requirements for income recognition on real estate transactions relating
to the consummation of a sale and the seller’s continuing involvement in a property, which are not found in
U.K. GAAP. This results in the profit from certain sale and lease back transactions being deferred and
recorded in different accounting periods under U.S. GAAP.
Ordinary dividends

Under UK. GAAP, dividends are provided for in the year in respect of which they are proposed by the
directors, Under U.S. GAAP, such dividends would not be provided for until they are formally declared by
the directors.
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20 Summary of differences between UK. and U.S. GAAP — (continned)
Exceptional items

Exceptional items are material items within Reed International P.L.C.’s ordinary activitics which under
U.K. GAAP are required to be disclosed scparately due to their size or infrequency.
Eamings per share

Under U.S. GAAP, primary earnings per share is based on common stock in issue and, where there is a
dilutive effect, common stock equivalents. Under U.K. GAAP, earnings per share is based only on common
stock in issue. Fully diluted earnings per share is only disclosed where there is a material dilutive effect.
Where this arises both categories are presented separately on the statement of income.

9 Months 12 Months 12 Months

ended ended ended
March 31, December 31, December 31,
1992 1993 1994

(In £ millions, except per share amounts)
Approximate effects on net income of differences between
UK. and U.S. GAAP:

Net income under UK. GAAP ... ........... ... ... _ 4 197 233
U.S. GAAP adjnstments
Amortization of goodwill and other intangibles . ... ... {46) — —_
Deferred taxation .. ............ it ivvinrnnnn 6
Revaluation of land and buildings . ............... 1 — —
Acquisition accounting . ... .........iiiaaaa.. (3) — —
PEnSIONS . . ... ittt an — —
Sale and lease back transactions. . . .. ... ..... ..., 1 — —

Irmpact of U.S. GAAP adjustments to combined

financial statements . .. .. ... . oo — (45) (65)
Net income under US. GAAP ................c.... 16 152 168
Primary camings per ordinary share under U.S. GAAP '

(PemCe) .. o e e 2.9p 27.0p - 29.8p
1993 1994
(In £ millions)
" Approximate effects on shareholders’ equity of differences between
UK, and U.S5. GAAP:
Shareholders’ equity under UK. GAAP . ..........coniininn, 907 751
U.S. GAAP adjustments:
Impact of U.S. GAAP adjustments to combined financial statements . 301 504
Ordinary dividends. . . ... ... ... .. . i it nnranunn 72 83
Shareholders' equity under US. GAAP . ....... ... ..ot 1,280 1,338
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REPORT OF INDEPENDENT ACCOUNTANTS

To the members of the Supervisory and Executive Boards and the Shareholders of Elsevier NV

We have audited the accompanying balance sheet as of December 31, 1994, and the related statements
of income, changes in shareholders’ equity and cash fiows for the year ended December 31, 1994, These
financial statements are the responsibility of the company’s management. Our responsibility is to express an
opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the Netherlands
and the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also mcludes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall presentation of the financial statements. We believe that our audit provides a
reasonable basis for our opinion.

In our opin?on, the aforementioned financial statements present fairly, in all material respects, the
financial position of Elsevier NV at December 31, 1994 and the results of its operations and its cash flows for
the year ended December 31, 1994 in conformity with accounting principles generally accepted in the
Netherlands (which differ in certain material respects from generally accepted accounting principles in the
United States — see note 17).

DELoITTE & TOUCHE
Registeraccountants
Amsterdam, The Netherlands
14 March 1995
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REPORT OF INDEPENDENT ACCOUNTANTS

B the members of the Supervisory and Executive Boards and the Shareholders of Elsevier NV

'We have audited the accompanying halance sheet of Elsevier NV as of December 31, 1993 and the
related statements of income, cash flows and changes in shareholders’ equity for each of the two years ended -
December 31, 1993 prepared on the basis and under the accounting policies set out in notes 1 and 2 of the
financial statements and expressed in Dutch guilders. These financial statements are the responsibility of the
company’s management. Our responsibility is to express an opinion on these financial statements based on
our audit.

We conducted our audit in accordance with auditing standards generally accepted in the Netherlands
and the United States, Those standards require that we plan and perform the audit to obtain reasonable
assurance abont whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, An
audlit also includes assessing the accounting principles used and significant estimates and judgements made
by management, as well as evaluating the overall presentation of the financial statements. We believe that
our audit provides a reasonable basis for our opinion.

In our opinion, the aforementioned financial statements present fairly, in all material respects, the
financial position of Elsevier NV at December 31, 1993 and the results of its operations and its cash flows for
each of the two years in the period ended December 31, 1993 in conformity with accounting principies
generally accepted in the Netherlands on the basis set out in notes 1 and 2 of the financial statements. We
have not audited the financial statements for any period subsequent to December 31, 1993,

Accounting principles generally accepted in the Netherlands vary in certain significant respects from
accounting principles generally accepted in the United States. In our opinion application of the latter would
have affected the determination of net income expressed in Dutch guilders for each of the two years in the
period ended December 31, 1993 and the determination of shareholders’ equity expressed in Dutch guilders
as of December 31, 1993 to the extent summarized in note 17 to the financial statements.

COOPERS & LYBRAND
Registeraccountants
Amsterdam, The Netherlands
September 22, 1994
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ELSEVIER NV
STATEMENTS OF INCOME

Consolidated Parent Pavent
Year ended December 31,
Notes 1992 1993 1994

(In DA millions, except per
share amwouunts)

NELSAIES . .o cvoeieecranieancresneranassansssnns 3 2434 _ —
Movement in inventory of finished products and work in

PIOBTESS . . ..t vvvannnnaanornnnnnnsnnnassensss an — —
Value produced .. .....ioiiieiin it 2417 — —
Raw and auxiliary materials .............. ..ot {127) — —
Work farmed out and other external expenses ........... (688) — _
Wages and salaries . ... ... . . it ien (518) ) —
Social security CHArges . ........c.ceeeirariaaenn (95 —_ —_
Depreciation less investment premiums . .. ... .coo-- - (53) — —_
(04 1=, SO U (369) @ _3
Operating EXPENSES . < <o v vvvvooreevncsammnnanases (1,850) ® (3)
Trading iCOME . . . . v v e veraererernomnnnanenss 567 @®) 3)
Net exceptional items . .. ... cooivennoa i 5 (10 — -
Operating income after net exceptional items. . .. ........ 557 (8) 3
Share in attributable profit after tax of associated companies

and affiliates . .. ... .v it i e 9 528 628
TNTETESt INCOME . . .. .o o oie i ena s recannanrannsnnsos ' 49 25 17
THUEESL EXPENSE . . . . . 2o oo vveeenvoanranrnnnneenses ) S _m
Financial results . . . . ... .oveureenonananveinrsronn- 51 552 644
Income before taX . ... .. .ot ciei i nannaraaan 608 544 641
4 -, <N AU GO OGS (174) _ 8 9
NEtinCOME . ..o oot v iieirraoaanrnrannonsernannns 434 552 650
Earnings per ordinary share of DAO.IO(DR) . .. ......... 6 0.67 0.80 0.93

The accompanying notes on pages F-67 to F-77 are an integral part of these financial staternents.
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Financial fixed as8€1S . .. ... . it iintiiereniccasiananronsnanss

Accounts receivable and other current assets. . . ................
Cash andcashequivalents . . ............ ... ey

Total CUTTEnt A88€15 . . . .\ ot i vt vt et rarraaoteroasecasnsnnsnona
Total current liabilities . .. .. ..o ittt ittt i e i

Networkingcapital . .. ....... ... ... .. o iinns

Long term borrowings, less current portion .. ... .. ... ... ... oo
Provisions for liabilities and charges . ......... ... ... ... .. 00,

Sharecapital . . ...... ... ... . i e e
Paidinsurplus. ... ... .. . e i e e e
Legalreserve . . ... .. i i i e
Ofher 1eServes . . . . ... Lot e e e

Shareholders’ equity . . . .. .. ... i i it i et

10

11
12

13

At December 31,
193 1%
{In Dfl millions)
2,385 2,048
403 214
_3 2
408 216
(267) (267)
141 (51)
12) (15)
(54) (60)
2,460 1,922
69 70
700 713
1,283 04
408 435
2,460 1,922

The accompanying notes on pages F-67 to F-77 are an integral part of these finencial statements.
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ELSEVIER NV

STATEMENTS OF CASH FLOWS
Consolidated Parent Parent
Year Ended December 31,
Notes 1992 1993 19954
(In DA millions)
Received from CUSTOMETS . .0 v v v v eeenercnnroaransrs 15 2,458 — —
Paid to suppliers. .. ... ..o i {1,196) — —
Value addedonacashbasis . ........ ... . .ovovunn 15 1,262 — -
TOEEIESE . oo o oo i i nran e e oan e 42 24 16
Salary COSES . ..o cveivuarnn e 15 (613) (&) (4)
Other payables. . ... .....iareri ity —_ 1 9)
TR PRI . .+« e eeene e e e 15 (147) 30 10
Dividends received .. . ... ... . .. — 218 364
DivIdend PAId -« . < - oo (146)- (279  (346)
Capital expenditure . ............coviiieiiians 15 (160) — —
Cash fromoperations . . .......coceacnevernoinnanen 238 (14) 3
Investment in affiliates . ......... ... ceiuerranrionn — — (241)
Acquisitions . .. ... . il PR (101) — —
Proceeds from sale of associated companies, other
investments and tangible fixed assets . ....... .. ... 92 — —
METZEr COSES . ... uvvinenoninmenssannesosannsnncs (43) — —
AcquiSItions/diSposals . . . . . ... ... oo (52) — (@)
SUrplus/(OUtflow) . . .. ..t ie i 186 (14 (210)
Received on newly issued shares . .................... 29 31 14
Change in net funding balances with affiliates ........... — (14) 190
Changes tobank overdrafts . . .. ......... ... 0 outn 17 — —
Changes tO lOAms .. ... ...ovuineinnnnnvrnranroenn 8) 2 3
Financing. . ... ..coviviriireenirieseanencasnenss 4 19 207
Changes in cash and cash equivalents ................. : 190 _ 5 {3)
Balance of cash and cash equivalents at December 31 .. ... 778 5 2

The accompanying notes on pages F-67 to F-77 are an integral part of these financial statements.
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ELSEVIER NV

STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

DAt 0.10 Ordinary
DA 100 R-Shares Shares

Share Share Puid in

Number Capiial Number

Legal  Retained

Cagpital Teserve earnings Total
900 Dl milliens *990 DA millisns DA milions DA millions D millioas DAl millions

175

Balance at December 31,1991 .. — 648,630
Netimcome . - . - <. vvevnne —_ _ —
Ordinary dividends . . . . . ... — — - -

L

revaluation sarplos . ... ... — — — — —

1
1

Balance at December 31, 1992 . .

Merger activities on January 1,
1993 ... 4,050

8

3

&l
& B

|
I

TesEIvVes . . - . . . ... oo,

g

%
1]
LET

t
10
@i

Exchange translation difference  —
Equalization ............ — —= _

}
|
I
l

E
B2
8
-1
!
¥
RESNT
&
Sl B
2|

ol

Share of affiliates’ results:
Revaloation ... .........
Dividends . . ............ —_
Exchange translation difference —
Egualization . ... .. ... ... _—
Goodwill written off on
acquisitions . .. ......... L —_

Balance at December 31, 1994 . . 4,050

11

Cd
P

1

&1}

sl

657,428

501
434
(170)

13

755
434
(179)

(10)
13
29

_G
963

- 1,280

552
(340)
31

(170)
20

%)
1922

The accumulated exchange translation differences included in retained eamings is Dfl (127) million

(1993 DAl 43 million; 1992 DAl (55) million).

At December 31, 1994 and 1993 the legal reserve comprised Elsevier NV’s share of the post acquisition

accumulated retained earnings of affiliates.

The accompanying notes on pages F-67 to F-77 are an integral part of these financial statements.
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ELSEVIER NV
NOTES TO FINANCIAL STATEMENTS

1  Basis of financial statements

The accompanying financial statcments have been prepared in conformity with accounting principles
generally accepted in the Netherlands (“Dutch GAAP”), which differ in certain significant respects from
accounting principles generally accepted in the United States (“U.S. GAAP"); see note 17. Amounts in the
financial statements are stated in Dutch guilders (“Dfi”). Certain disclosures required to comply with Dutch
statutory reporting requircments have been omitted.

2 Accounting policies
The significant accounting policies adopted are as follows:

BASIS OF CONSOLIDATION

For the year ended December 31, 1992 all subsidiaries belonging to the Elsevier NV group are fully
consolidated. If applicable, third-party minority interests are shown separately. In principle, 50% owned
companies are proportionately consolidated and co jes less than 50% owned are not consolidated. The
results of companies acquired or divested during the year are included from the date of acquisition or until
the date of divestment, respectively.

The economic interests of Elsevier NV and Reed International P.L.C. shareholders in the combined
businesses are governed by reference to the equalization arrangement that was entered into by the two
companies at the time of the merger of their respective businesses, This arrangement was designed to secure
for both sets of shareholders substantially equivalent ordinary dividend and capital rights in the earnings and
net assets of the combined businesses.

In November 1994 Elsevier NV made a capital injection into Elsevier Reed Finance BV, the company
through which many of the financing activities are conducted, to satisfy its further funding needs. Reed
International PL.C. did not participate in this funding and, as a result, Elsevier NV now holds 54% of the
shares in Elsevier Reed Finance BV and Reed International PL.C. 46%. The funds used for this capital
injection count as part of the net assets of the combined businesses and so there is no resultant change in the
sharing of earnings or net assets of the combined businesses between Elsevier NV and Reed International
PL.C. sharcholders.

Following this recapitalization Elsevier NV holds a majority in Elsevier Reed Finance BV and s
required to prepare consolidated financial statements. However, management believes that a better insight
into the financial position and results of Elsevier is provided by looking at the investment in the combined
businesses in aggregate, as presented in the statutory financial statements, and with regard to the financial
information contained in the combined financial statements.

The investment in affiliates is valued using equity accounting as adjusted for the effects of the existing
equalization arrangement between Reed International P.L.C. and Elsevier NV. The arrangement provides
for the distribution of dividends and net assets in such a way that Elsevier NV’s share in the profit and net
assets of Reed Elsevier equals 50%. All settlements accruing to shareholders from the equalization arrange-
ments are taken direct to retained eamings.

Insofar as affiliates charge or credit goodwill directly to their sharcholders’ equity, one half of such
goodwill will be charged or credited to Elsevier NV's shareholders’ equity. Goodwill is the difference
between the amount paid for the acquisition of, or investment in, outside enterprises and business opera-
tions and the net asset value of the acquisition included in the Reed Elsevier combined balance sheet
Insofar as affiliates show changes in their shareholders’ equity from applying current value accounting,
Elsevier NV will include 50% of such changes in its revaluation reserve.

BASES OF VALUATION OF ASSETS AND LIABILITIES
Unrealized profits on intra-group transactions are climinated.

Unless otherwise indicated, other assets and liabilities are stated at face value.
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2 Accounting policies — (continued) _
Balance sheet accounts expressed in foreign cutrencies are translated at the exchange rates effective at

the balance sheet date. Currency translation differences arising from the conversion of investments in

affiliates, expressed in foreign currencies, are directly credited or charged to shareholders’ equity.

BASIS OF DETERMINATION OF INCOME
Insofar as it is not evident from the above, the bases for the determination of income are as follows:

Under the merger agreement, Elsevier is entitled to 50% of the Reed Elsevier combined profit
attributable to parent companies’ shareholders. In calculating the guilder equivalent of that share of profit,
sterling’s average exchange rate for the year is applied. For 1994, this rate was Dfi 2.78 (1993: 2.79).

Following the merger of Elsevier NV’s businesses with those of Reed International P.L.C., adjustments
have been made to comply with both Dutch and UK. generally accepted accounting principles. The
adjustments comprise reclassification of items reported as extraordinary under Dutch GAAP as exceptional
items.

Tax is calculated on ordinary and extraordinary income, taking into account profit not subject to tax. For
the two years ended December 31, 1994 and 1993 tax is calculated on profit from Elsevier NV’s own
operations, taking into account profit not subject to tax and the net tax credit in connection with dividends
received from Reed Elsevier plc. The difference between tax charged and tax payable in the short term is
included in the provision for tax liabilities. This provision is based upon relevant rates, taking into account
tax deductible losses which can be compensated within the foreseeable future.

Net sales represent revenues, after deduction of discounts and value added tax, on transactions com-
pleted by delivery during the year.

Investment premiums due to Elsevier NV are credited to income, in accordance with legal repayment
schedules for divestment existing at the time of investment.

3  Segment Information

Segment information is not presented for the two years ended December 31, 1994 and 1993 as Elsevier
NV accounts for the results of the combined businesses on an equity basis following the Metger on
January 1, 1993.

. 1992
{In Dl millions)
By category of activity
Net sales
Scientific Information . ... . ... . ... .. 968
Professional and Business Information .. .......... ..t iiineeunannn. 854
Consumer Information .. .........oiintirit it e aanreaneannnn. 612
2434
By geographic market
Net sales
The Netherlands . . ... ...t i ittt et itananenrans e 925
Rest Of BUIODPE . ... ittt ettt e i i i et ittt r e 453
L O U 764
Rest Of AMEIICAS . .. ...ttt it ettt e e et et e e 45
B 1 A 129
Rest of World . . ... .. o i i it it e et 118
: 2434
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4  Significant acquisitions

During the year ended Decernber 31, 1992 Elsevier NV spent DAl 101 million (including deferred
consideration) on the acquisition of publishing and information businesses. No acquisitions other than
through the combined businesses were made by Elsevier NV in the two years ended December 31, 1994 and
1993. Where the purchase price has exceeded the fair value of the net tangible and intangible assets
acquired, the excess is regarded as goodwill and has been written off against retained earnings. The fair value
adjustments principally relate to the valuation of intangible assets and provision for the costs of reorganiza-
tion and integration of the businesses acquired.

5  Net exceptional items
1992 1993 19%4

(In DAl millions)
Profit on sale of fixed asset investments . . . ........ . i 53 - -—
Loss on Sale Of PrOPEITY .« v v v v v v mrv e e incinr oo a e 3 — —_
Mergercosts ............. VAP SN 50) — —
ReStruCtULiNg COSES . . . ... v v iivsvnenraaneaannassoosansnnneaasasas an - =
Exceptiunallossbeforctax......................................L. awm - -
Tax on exceptional ftems . . ... ... . it 7T = =
Netexceptional ilems .. .. v viuviiionnr oo rornaenniarannns s (19) — faaed

Included in results of the affiliates for the year ended December 31, 1994 is Dft 56 million in respect of
results on sale of investment in BSkyB and Dfl (35) million on the disposal or surrender of a number of
property interests in the U.S.A. and the U.K. that have become surplus to requirements. For the year ended
December 31, 1993 the results of affiliates included Dfl 23 million in respect of results of sale of investment
in BSkyB.

6 Earnings per ordinary share

The earnings per-ordinary share for each year is calculated as if the ten for one share split of ordinary
shares of Dfl 1.00 par value into 10 ordinary shares of Dfi 0.10 par value, which became effective on
October 5, 1994, had been in effect throughout the three years ended December 31, 1994.

Average pumber of Earnings per

Eamings shares in igssue ordinary share
(In DAl millions) (In milliens) (In DA}
Year ended December 31, 1994 , . .. ... .. 650 657 0.93
Year ended December 31,1993 . ... ..... 552 654 0.80
Year ended December 31,1992 .. ....... 434 651 0.67

Of Elsevier NV's 50% share of the net income of the Reed Elsevier combined businesses, 47.1%
accrues 1o the holders of the ordinary shares and 2.9% to Reed International P.L.C., the holder of the
R-shares. Consequently, for periods since the Merget, the earnings per ordinary share calculations are based
on 47.1% of the net income of the Reed Elsevier combined businesses.
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7  Propasal for allocation of income
1992 1993 1994

~ (In DAl millions)
Interim dividend ordinary shares . .. ... ... .ieicieniiias e 170 109 116
Final dividend ordinary Shares . . .. ... ... coveaasaratomaocnormanr s — 231 244
Dividend R-shares (1994 Dfl 40,000 proposed; 1993 Dfi 61,000). ... .. iiunn - — —
Retained Profit - . ... ...overenreroernianeroarenananort e mmmenrins 264 212 29

w2 &

For 1993 onwards, because the dividend paid by Elsevier NV is equalized with the Reed International
P.L.C. dividend plus the UK tax credit, Elsevier NV distributes a higher proportion of the combined profit
attributable than Reed International P.L.C.. Reed International P.L.C.’s share in this difference is settled
with Elsevier NV and has been credited direct to reserves under equalization, because this settlement
maintains the contractually agreed balance between the sharcholders of Elsevier NV and Reed International
PLC.

Elsevier NV can pay a nominal dividend to Reed International P.L.C. on its R-shares that is lower than
the dividend on the ordinary shares. Reed International P.L.C. will be compensated by direct dividend
payments by Reed Elsevier pic. Equally, Elsevier NV has the possibility to receive dividends direct from
Dutch affiliates, The settlements flowing from these arrangements are also taken direct to reserves under
equalization.

Changes resulting from equalization are as follows:

1993 1994

(In DAl millions)
UK taxcredit . . .. o oottt it s et 37 39
Reshares dividend . . . . oo cv v it vraennransaaasssnsanoranssesean (21) (22)
Proceeds of ordinary Shares . ... ... ccirererain i (5) -
Exchange differences . ........oooiiii e (1) 3
1 2

Settlement is effected via the investment in Reed Elsevier plc.
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8 Fixed asset investments

Investment
in affiliates
(In DAl mitlions)
AtDecember 31, 1992 . . ... e 67
Effect of deconsolidation ... ........ ... .00ttt irnnneiaaannaanas 754
Parent company pre-Merger. . .......... e 821
Transferred on Merger . ... ... ... ... i it (821)
ArSINg On MEIRET. . . ... ittt it st tontiantnnannaaraaraanns 2,101
Share of profits of affiliates . . ......... ... ... .. 0ot iiiennnn 528
Dividends received .. ... ... ...ttt i et (218)
Net share of goodwill written off by affiliates on acquisitions .. .............. (134)
Exchange translation difference . . ....... .. ... .. i it 98
Equalization ........cc00 ittt etarssnesonneennanones 10
At December 31, 1993 . ... ...t e 2,385
Increase investment is Elsevier Reed Finance BV ... ... ... .............. 241
Share of profits of affiliates . . ..........0orinniniiiinns.s PR 628
Dividends received . ... ... .. ... i i i e e e (364)
Net share goodwill written off by affiliates on acquisitions .. ................ (692)
Exchange translation difference .. ........... ... ... .. i, (170}
Equalization .. ... ... ...ttt e e e 20
AtDecember 31, 1994 ... . e 2,048

The investments in affiliates at December 31, 1994 are;

Reed Elsevier ple, London (50%)
Elsevier Reed Finance BY, Amsterdam (54%)

In addition, Elsevier NV holds a nominal amount of Dfl 0.3 million in shares with special dividend rights
in Reed Elsevier Overseas BV and Reed Elsevier Nederland BV. These shares are included in the amount
shown under investment in affiliates above. They enable Elsevier NV to receive dividends from companies
within the same jurisdiction.

9  Accounts receivable and other current assets

1993 1994
(In DAl millions)
Accounts receivable from affiliates . .. .. ........ e e e e e 401 210
Otherreceivables ........... .. ... iiuimiiiiiiiiii i erininnnn 2 4
403 214
The accounts receivable from affiliates bear interest.
10 ‘Total current liabilities
1993 1994
(In Df) millions)
Accrued Habilities . ....................... et ir e e 14 9
Trade labilities .. ... ......c.uuiuinr e 14 9
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19 Total current Msbhilities — (continued)

Proposed cash dividend .. ... ..o i 231 244
Income tax less investment Premilms . . ... ... orevevrnnnmroscnrrsasnaners 22 14
| % %

11 Borrowings
Currency 1993 1994
(In Dl millions)

Other loans

Convertible debenture 10ans . . ... .cvvcvveeaaniesvaeonnnn Guilders 12 15
12 15

Convertible debenture loans consist of five convertible personnel debenture loans with a weighted
average interest rate of 7.4%. Depending on the conversion terms, the surrender of DAl 1,000 at par qualifies
for the acquisition of 60 to 500 Elsevier NV ordinary shares of Dfl 0.10 par value.

12 Provisions for liabilities and charges

1993 1994

(In DAl millions)

Tax HaDIES « . < o o o v et et a e s e 50 58
Pensions and SEVETANCE PAY « - -« «cvvcnrrrraranrastonsrrsansorassonsos _ 4 2
' 54 60

Inasmuch as provided for by the nature of the pension arrangements, past service pension liabilities are
taken into account and included in the provision for pensions and severance pay. In calculating past service
liabilities and all other liabilities included in pensions and severance pay, an interest rate of 6% has been

applied.
In general, the provisions have a long term character.
13 Share capital -
Issued and Issued and
Authorized fully paid  fully paid
1994 1993 1994
- (In DAl millions)

Ordinary sharesof Dfi 0.10each . ..................... 210 65 66
Rsharesof D 1.00each .................cccicsenann 30 _4 4
2o -1 [ PP 240 69 70

On August 30, 1994, the General Meeting of Shareholders accepted a proposal to split ordinary shares
of DAl 1.00 par value into 10 ordinary shares of Dfl 0.10 par value. The share split became effective on
October 5, 1994. Following the share split, the equalization ratio is onc Elsevier NV ordinary share equal to
0.769 of a Reed International P.L.C. ardinary share.
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The authorized share capital as at December 31, 1994 consists of 2,100 million ordinary shares and 30
million registered R-shares. Total issued ordinary share capital at December 31, 1994 amouats to
657,428,120 shares of Dfl 0.10 par value. In total 4,049,951 R-shares have been issued. They are held by a
subsidiary of Reed International P.L.C. The R-shares are convertible at the election of the holder into
10 ordinary shares each. They have otherwise the same rights as the ordinary shares, except that Elsevier NV
may pay a lower dividend on the R-shares.

At December 31, 1994 paid-in surplus included an amount of Dfl 324 million which is free of tax. The
iegal reserve included an amount of Dfl 3 million in respect of revaluation reserves in affiliates.

Details of shares issned under option schemes are set out in note 16.
14 Contingent Liabilitles

1993 1994
(In DA millions)
There are contingent liabilities in respect of:
Borrowingsof affiliates .. ............... . . it i 2,894 3922

The guarantees given in respect of borrowings of affiliates are given jointly and severally with Reed
International P.L.C.

15 Statements of cash flows

Consolidated
Received from customers ) 12
(In Dfl millions)
Accounts receivable — trade/beginning balance . ... ..... ... ... .. ... . ..., 261
Subscriptions recetved in advancefending balance .. .. ... ... .. ... L L, 681
o T T 2,434
Accounts receivable — tradefending balance . ............. ... .. . o 00l (284)
Subscriptions received in advance/beginning balance .. ......... . ... ... ... (634)
2458
Consolidated
Salary costs _1992__
(In DA millions)
Wages and salaries .. ............ et e e reieet e a i e, 518
Social security charges, including pension premiums .. .. ... ... ... ...... 95
613
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15 Statements of cash flows — (continued)

Consolidated
Tax paid _ 192
(In DAl milliens)
Payable in the short term/beginning balance . ... .........nniveerienee 2!
Tax on OPErating inCOME . . . ... ... erertronannnsanrracreronnonens 174
Tax on extraordinary inCOME . . . ... .. .cvennnrviararaaoe oo _ (6)
RevAlUBtION . .« v ot oo ire e csesnneasnannsasssasosasonransrsanensss ()]
Change in deferred tax excluding acquisitions. .. ... co.cevvnian e (61)
Payable in the short term/ending balance . . ... ..o (25)
147
Consoliated
Capital expenditure 1992
_ . {In Dfl millions)
Accounts payable/begiming balance . . .. ... ... . il iieiiiie e 119
COMIMILITIENTS . « .« o o v v ee v imnncaaecassanaserensanoasersnsnssress 184
Accounts payablefending balance . ............ B TR (143)
160
. Consolidated
Reconciliation of value added on a cash basis and as per statements of income 1992
(In DA millions)
Trading iNCOME . ... .coivnnrrnernrnann st ananensnnaee s nns 567
Wagesand salaries . .......ccovinavvionanannnnnn e 518
Social security CHAIEES . .. .. .ivimni i s 95
Depreciation less investment premiums ... ............oiiaiiiiiiiiare . 53
Value added as per statements of income . .. .. ..o ool e - 1,233
Change im IDVENTOMES . . . . o v it e avenie e iniaiaa s anae 18 .
Increase in amounts receivable, excluding activities acquired .. ... ...... ... » (35)
Change in trade liabilities, excluding activities acquired. .. ................... 42
Change in provisions, excluding provisions deferred tax. . .. .....vveaienen oo 4
Value addedonacashbasis ... ... .. ...t itiriorerrntnasssonnnns 1,262

16 Share options

Options for Elsevier NV ordinary shares of Dfl 0.10 par value have been granted to present and former
members of the Executive Board of Elsevier NV, to certain former senior executives of the Elsevier NV
group and to senior executives of Reed Elsevier pic. The options are exercisable immediately after granting
during a period of 5 years, after which the options will lapse. The strike price of the options is the market
price of the ordinary shares at the time the option is granted. The par vaiue of Elsevier NV ordinary shares
has been adjusted as if the ten for one share split, which became effective on October 5, 1994, had been in
effect throughout the three years ended December 31, 1994. :
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16 Share options — (continved)
Transactions during the three years ended December 31, 1994 were:

Number of
ordinary shares
of DAl 0.10 par Strike price
value DA
Outstanding at December 31, 1991 .. ...................... 3,995,000
L€ ¢ 11 7« AU 2,595,000 9.89
Exercised . ... ... ...t (3,257,500} 996 - 12.08
Outstanding at December 31, 1992 . . .. ... ... ... ............ 3,332,500
Granted . ... .ot i e ettt et e 5,695,000 12.00 - 14.65
Exercised ... ..ottt it et i e (2,760,000) 12.08 - 18.49
QOutstanding at December 31,1993 .. .. .. ... ... .. ....... 6,267,500
Granted . .. & . ... e et e e 3,420,000 17.00
Exercised .. ... .coviii i e e e (1,050,000) 16.72-19.02
Outstanding at December 31,1994 . ... .................... 8,637,500

17 Summary of differences between Dutch and U.S. GAAP

The financial statements are prepared in accordance with generalty accepted accounting principles in
the Netherlands (“Dutch GAAP”), which differ in certain significant respects from generally accepted
accounting principles in the United States (“U.S. GAAP”). These differences relate principally to the
following items and the approximate effect on net income and shareholders’ equity is shown in the following
tables.

Impact of U.S. GAAP adjustments to combined financial statements

Elsevier NV, following the merger of its businesses with those of Reed International P.LC accounts for
its 50% interest in the combined businesses by the equity method in conformity with both Dutch GAAP and
U.5. GAAF: Using the equity method to present its net income and shareholders’ equity under U.S. GAAP
Elsevier NV refiects its 50% share of the effects of differences between U.K. and Dutch GAAP and U .S.
GAAP relating to the combined businesses as a single reconciling item, together with related effects arising
from the equalization of dividends at the gross level; see note 7. Details of the differences relating to the
combined businesses are explained in note 31 to the combined financial statements.

Goodwill and other intangible assets v
Under Dutch GAAP, goodwill arising on business combinations treated as acquisitions may be written
off against retained earnings, Other intangibles, principally publishing and exhibition rights and titles, are

carried at fair value on acquisition with no systematic amortization, as they have no finite economic life. They
are, however, subject to an annual review for permanent impairment.

Under U.S. GAAP, the cost of intangible assets is required to be amortized over the period of their
estimated uscful lives, to a maximum of 40 years.

Deferred 1axation

Under Dutch GAAP, deferred taxation is provided in full. Under U.S. GAAP, deferred taxation is
provided on all temporary differences under the lability method, subject to a valuation allowance where
applicable in respect of deferred tax assets, in accordance with SFAS 109, Accounting for Income Taxes, The
principal adjustment is to provide deferred taxation on timing differences arising from the amortization of
goodwill and other intangibles under U.S. GAAP
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17 Summary of differences between Dutch and U.S. GAAP — (continved)
Revaluation of land and buildings

Under Dutch GAAP, land and buildings may be restated on the basis of appraised values in financial
statements presented in all other respects in accordance with the historical cost convention. Such restate-
ments are not permitted under U.S. GAAFR.

Acquisition accounting

Under Dutch GAAP, there are certain items, such as integration costs incurred in existing operations,
which may be provided as part of the purchase accounting adjustments on acquisition. Undex U.S. GAAP,
some of these items are expensed in the statement of income when the costs are incurred.

Pensions and other post retirement benefits
Elsevier NV accounts for pension costs in accordance with Dutch GAAF. There is no material differ-
ence from the application of U.S. GAAP.

Ordinary dividend .
Under Dutch GAAP dividends are provided for in the year in respect of which they are proposed by the
directors. Under U.S. GAAP, such dividends would not be provided for until they are formally declared by
the directors.
Exceptional items ' _
Exceptional items are material items within Elsevier NV's ordinary activities which under Dutch GAAP
are required to be disclosed separately due to their size or infrequency.

‘Eamings per share

Under U.S. GAAP, primary earnings per share is based on common stock in issue and, where there is a
dilutive effect, common stock equivalents. Under Dutch GAAP earnings per share is based only on common
stock in issue. Fully diluted earnings per share is only disclosed where there is a material dilutive effect.

Approximate effects on net income of differences between Dutch and U.S. GAAP:

Consolidated __ FBrest
1992 1993 1994

(In DAl milflons, except per
share amount)
Net income under Dutch GAAP. .. ... . .o iiiiiaaens 434 552 650
U.S. GAAP adjustments
Amortization of goodwill and other intangibles ................. (63) — —_
Deferred taxation . . ... .. ..o iin i e 3 —_ -
Acquisition accounting . . ... ... . i e vereaaaea &) —_ —
Impact of U.S. GAAP adjustments to combined financial statements . . = (132) (139)
Netincome under US. GAAP .. . ... .. ... i iieiininnnnna 369 420 511
Primary eamings per ordinary share of Dfl 0,10 under U.S. GAAP (Df}) 0.57 060 073
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17 Summary of differences between Dutch and U.S. GAAP — (continued)
Approximate effects on shareholders’ equity of differences between Dutch and U.S. GAAP:

. Parent
1993 1994
(in DA
. millions)
Shareholders’ equity under Dutch GAAP .. .. .. ... ... ... iiiviiiraraennnn.s 2460 1,922
U.S, GAAP adjustments:
Impact of U.S. GAAP adjustments to combined financial statements ............ 782 1,261
Ordinary dividends ... .. .....iiiir ettt e 231 244
Shareholders’ equity under US, GAAP . ... . .ot eii i 3473 3427

-
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Executivé Board of Lexis-Nexis

We have audited the accompanying statements of income and cash flows for the eleven month period
from January 1, 1994 to November 30, 1994 of Lexis-Nexis, formerly Mead Data Central, a division of The
Mead Corporation. These financial statements are the responsibility of Lexis-Nexis’ management. Our
responsibility is 1o express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with generally acoepted auditing standards. Those standards
require that we plan and petform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
acoounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We belicve that our audit provides a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the results of operations
and cash flows of Lexis-Nexis for the eleven month period from January 1, 1994 to November 30, 1994, in
conformity with generally accepted accounting principles,

Deloitie & Touche I1LP

Dayton, Ohio
March 20, 1995
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LEXIS — NEXIS

STATEMENT OF INCOME
Eleven months ended
Notes  November 38, 1994
(In § milllons)

Nt SAIEE .« oot iinieneerocrannssnnnsesnnessssaneronannonns 565

COSt OF 82185 - . . o v e ev et vievar et a e e e a e (287)
GIosSprofit . ... couiviimana i 278
Selling, general and adrministrative expenses . . . ... .. .. aaaiias - (212)
Operating income . . . ... ... ittt 66
TOtErest IMCOME . « v v v it venanncetorissnnrassnaocansassasannns 1
TNtErest EXPENSe ... vvvvannecnnrsnranns e bee e 1 )
Net interest €Xpense .. ......ccoeeuroorsrocratnrennaioaassens (1)
Income before inCOME tAXES . . .. . ..o cvvutiinrannaronronaennnss 65
There are no discontinued activities or significant acquisitions.

The accompanying notes on pages F-82 to F-83 are an integral part of these financial staternents.
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LEXIS-NEXIS

STATEMENT OF CASH FLOWS
Eleven months ended
November 38, 1994
(In § milllons)
Income before income taxes........... st ei i 65
DeEpPreciation . . ... .....h ittt 41
Amortization of Other assets - . ... ... v ini it i i 10
Noncashitems . ... ... .. ..o 51
Decrease in inventories. . ............. e Ve 1
(Increase) intrade receivables. . . ... ... ... ..o i i e (12)
(Increase) in other current assets. . ... ... cvieierennnrerancrnorananens “
(Decrease) inaccovnts payable .. .. ... ... ... L i C))]
Increase in accrued liabilities . ........ ... ... ... . . i 12
Movement in working capital . ... ... 00 h et i ey (7
Net cash inflow from operating activities . .. .............. Cee e 109
Investing activities
Payments to acquire tangible fixed assets . .. ... .. ... ... L. (29}
Net cash outflow from investing activities ......................c.civnen. (29)
Financing
Net repayments of borrowing ... ........ . ... . . i i (8)
Decrease incashoverdrafts. . . .......... .. ... . il (1)
" Transfers to The Mead Corporation. . . ......... et e e (71)
Net cash outflow from financing .... .. ... ... .. .. i i i, {80)
Change incash andcashequivalents . . . .......... .. ... .. i, —
Cash and cash equivalents at beginning and end of period . .. ........ ... s —
SUPPLEMENTAL DISCLOSURE OF NON-CASH ACTIVITIES
Acquisition of property, plant & equipment by capital lease . . ................ 14
SUPPLEMENTAL SCHEDULE OF CASH FLOW INFORMATION
Interest paid . ... ... ... ... e i e _ 2

The accompanying notes on pages F-82 1o F-83 are an integral par of these financial statements.
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1. Basis of preparstion of fimancial statements

During the eleven months ended November 30, 1994 the business of Lexis-Nexis was principally
conducted through Mead Data Central, an unincorporated division of The Mead Corporation, a US.
corporation. On December 2, 1994, The Mead Corporation sold Lexis-Nexis to Reed Elsevier plc for
$1.5 billion in cash. These financial statermnents reflect the historical accounts of Lexis-Nexis and do not
reflect any pro-forma adjustments relating to the acquisition.

The accompanying financial statements have been prepared from the scparate records mamtained by
Lexis-Nexis and may not necessarily be indicative of the results of operations had Lexis-Nexis not operated
as a division of The Mead Corporation. Significant functions and expenses were managed on a group basis by
The Mead Corporation. These include treasury, employee benefits including pension and post empioyment
benefits, real estate services and certain other shared systeras and services. The related expenses have been
acoounted for on a basis of allocation determined by The Mead Corporation. The income statement contains
no charges for interest, other than in relation to capital leases, or taxation as all financing items, other than
capital leases, and taxation were dealt with on a group basis by The Mcad Corporation and no allocation was
made of such items.

The accompanying financial statements include the accounts of Lexis-Nexis (formerly Mcad Data
Central, a division of The Mead Corporation) and related wholly-owned subsidiaries. All significant in-
tercompany transactions with these subsidiaries are eliminated.

The financial information has been prepared in conformity with accounting principles generally ac-
cepted in the United States, and is expressed in U.S. dollars.

2 Accounting pelicies

The significant accounting policies adopted are as follows:

FOREIGN CURRENCY TRANSLATION

Income statement amounts denominated in foreign currency are translated at the rate pertaining at the
date of the transaction.

CAPITALIZED SOFTWARE COSTS

Lexis-Nexis capitalizes certain costs related to the development of computer software under the
requirements of Statement of Financial Accounting Standards No. 86. These costs are being'amortizcd using
the straight-line method over the five years following the general release of the software.

DEPRECIATION AND AMORTEZATION

Goodwill and other intangibles are amortized using the straight line method over their estimated useful
lives of five to forty years.

For financial reporting purposes, depreciation, including the amortization of capital leases and land
improvements, is calculated using the straight-line method over the estimated useful lives of the properties.

3. Pro-forma income taxes (Unaudited)

The results of Lexis-Nexis’ operations for the eleven months ended November 30, 1994 are included in
the consolidated income tax returns of The Mead Corporation. No provision for current or deferred income
tax expense was allocated to the Lexis-Nexis as separate financial statement disclosure was not anticipated at
the division level.
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3. Pre-forms income laxes (Unaudited) — (ﬁmtinud)
The pro-forma allocation of income taxes is as follows:

$ million
Earnings before pro-forma taxes . . ... . .. .o ees 65
Pro-forma income tax provision ..........c.cocvaieteranen 27
Proformanet income ............c.civaiiianncoaranrann ;8

The method utilized 1o allocate current tax expense was the application of Statement of Financial
Accounting Standard No. 109 specificaily to Lexis-Nexis as if it were a scparate taxpayer meeting the criteria
of the Standard. The allocation may not necessarily be indicative of any tax charges had Lexis-Nexis not
operated as a division of The Mead Cotporation. :

" The following table summarizes the major differences between the pro-forma income tax provision
allocation and taxes computed at the federal statutory rates:

- . $ million
Taxes computed at statutory rate of 35% . . .. ...... ... ... 23
State and local income taxes, net of federal benefit . ... ........ 1
Impact of non-deductible amortization of intangible assets . .. .. .. . 3
Pro-forma income tax eXpense . ........cocveenanaronaanas 27
Proformaeffective taxrate . ........ oo s 42.0%
4, Leases

Lexis-Nexis leases certain properties and equipment under non-cancellable lcase commitments. Rent
expense under operating leases was $15 million for the eleven months ended November 30, 1994.

5, Pensions .

Substantially all of Lexis-Nexis’ employees are covered by The Mead Corporation pension plans, Th
allocated pension expense was $3.3 million for the eleven months ended November 30, 1994,
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UNAUDITED CONDENSED COMBINED PRO-FORMA STATEMENT OF INCOME

Introduction

On December 2, 1994 Reed Elsevier plc completed the purchase of certain of the assets of Mead Data
Central from The Mead Corporation. These assets, principally comprising the Lexis-Nexis business, were
purchased for £971 million ($1.5 billion). The purchase was substantially made through Reed Elsevier Inc., a
wholly owned subsidiary of Reed Elsevier plc. The unaudited condensed combined pro-forma income
statement for the year ended December 31, 1994 (“the pro-forma income statement”) has been computed as
if the transaction had been consummated at the beginning of that vear.

The pro-forma income statement shows an aggregation of the Reed Elsevier audited combined income
statement prepared under U.K. GAAP for the year ended December 31, 1994 with the audited income
statement of Lexis-Nexis prepared under U.S. GAAP for the eleven months ended November 30, 1994, both
adjusted as described below. These income statements have been extracted from the income statements
included elsewhere in this Registration Statement for the combined businesses and for Lexis-Nexis which
have been audited, respectively, by Touche Ross & Co, London and Deloitte & Touche, Amsterdam and by
Deloitte & Touche, Dayton.

Adjustments to the income statements, as presented below in the pro-forma income statement, princi-
pally relgte to:
— presentation of the Lexis-Nexis audited income statement for the eleven months ended Novem-
ber 30, 1994 in pounds sterling.

— the application of Dutch and UK. GAAP and Reed Elsevier accounting policies to the Lexis-Nexis
audited income statement for the eleven months ended November 30, 1954, in respect of the
amortization of intangible assets, depreciation of tangible assets and the capitalization of software;

~— the elimination of certain Mead Corporation corporate charges which do not represent ongoing
incremental costs to be incurred by Lexis-Nexis as part of the Reed Elsevier combined businesses;

—  the reclassification as exceptional items, under UK. and Dutch GAAD, of non-recurring charges
and credits relating to costs arising from the divestment of Lexis-Nexis by Mead Corporation; and

— pro-forma amounts in respect of interest and taxation.

The pro-forma income statement does not purport to be indicative of what would have accurred had the
acquisition been made as of January 1, 1994 or of what may occur in the future.



REED ELSEVIER COMBINED BUSINESSES
UNAUDITED CONDENSED COMBINED PRO-FORMA STATEMENT OF INCOME

YEAR ENDED DECEMBER 11, 1994
INCORPORATING PRO-FORMA EFFECTS OF LEXIS-NEXIS ACQUISITION

Pro-ferma Adjustments

Reed Application of UK.
Elsevier Lexis snd Dutch GAAP Non- : Pro-forma
Combined Nexis  and Reed Elsevier vrecmrving Exceptiomal Pro-farma  Combined
costs items tax & interest  Results

Actusl Actual  scosunting policies
£ million £ million £ millien £ million £ milllon £ million £ million

Note (x) (b) © @ (e} o
NetSales ............. 3,035 370 — —_ — — 3,405
Costof Sales . . . ........ {1,183) (187) _6 1 — — (1,363}
Grogs Profit ........... 1,852 133 6 1 —_ — 2042
S, G & A Expenses. . - . ... (1,208) (140) Q) 2 -— (1347)
Income from ASsocs ... ... 19 - - - . . 9
Op Profit pre Exceptionals . . 663 43 3 3 2 - 714
Exceptional Items . . ... ... 14 — et - _ — 12
Oplocome . .......-... 677 43 3 3 —_ —_ 7%
Net Interest Expense . . . . . . (6X)] _Mm = o — _(62) (120}
Jncome before taxes . . ... - 620 2 2 _3 -~ _-(_6_2) 606
Taxes on lncome ... ... .. (151) — — — — 13 {138)
Mi.llﬂl'ity Interests . .. .. ... (1) il : : -: -_ (l)
Netlncome ..........- 468 42 3 __3_ — ﬁ) 467

_——= 2 —

Nates to Unandited Condensed Combined Pro-Forma Inceme Statement

a)

b)

Amounts extracted from the Reed Elsevier audited combined income statement prepared under UK.
and Dutch GAAP for the year ended December 31, 1994, These include the resuits of Lexis-Nexis for
the one month to December 31, 1994 under Reed Elsevier pk ownership.

Amounts extracted from the Lexis-Nexis audited income statement prepared under U.S. GAAP for the
eleven months ended November 30, 1994, and converted into pounds sterling at $1.53 per £1.00, the rate
used in the preparation of the Reed Elsevier Combined Financial Statements for the translation of
income statement items (the average prevailing rate during the year). -

Proforma adjustments to reflect application of UK. and Dutch GAAP and Reed Elsevier accounting
policies to the Lexis-Nexis audited income statement for the eleven months ended November 30, 1994
in respect of the amortization of intangible assets, the depreciation of tangible fixed assets and the
capitalization of software. '

Proforma adjustments to eliminate certain non-recurring Mead Corporation management charges.

Proforma adjustments to reclass, under UK. and Dutch GAAP, exceptional items relating to costs
arising from the divestment of Lexis-Nexis by Mead Corporation.

Proforma adjustment applying notional interest on borrowings and notional tax effects as if the
acquisition had been consummated at January 1, 1994.

F-86



—— e i
e sare

No dealer, salesperson or other person has
been autharized to give any information or make
any representation not contained in this Prospec-
tus and, if given or made, such information or
representation must not be relied upon as having
been authorized by Reed International, Elsevier,
Reed Elsevier Capital or any Underwriter. This
Prospectus does not constitute an offer to sell or a
solicitation of an offer to buy, any of the securities
offered hereby in any jurisdiction to any person to
whom it is unlawful to make such offer in such
jurisdiction. Neither the delivery of this Prospec-
tus nor any sale made hereunder shall, under any
circumstances, create any implication that the in-
formation herein is correct as of any time subse-

., quent to the date hereof or that there has been no

change in the affairs of Reed International, El-
sevier or Reed Elsevier Capital since such date.
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