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Company History

McGraw-Hill Ryerson Limited is built on the solid foundations of two respected publishing companies: McGraw-Hill Book Company, now known as McGraw-Hill Global Education Holdings, LLC
(“McGraw-Hill Education”), and The Ryerson Press.
In 1944, the McGraw-Hill Book Company, founded in the United States in 1909, bought the Embassy
Book Company of Toronto, incorporating it as a franchised distributor for McGraw-Hill Book Company
in Canada. In 1947 it became a wholly-owned subsidiary of the Parent company and was renamed
the McGraw-Hill Company of Canada Limited.
In 1829, the Methodist Church established the Methodist Book and Publishing House, the very first
publishing company in Canada. Egerton Ryerson, known as the father of Ontario's public school
system, took responsibility for founding the press, and expanded publishing activities from religious
publishing into secular books. In 1919, the press took on his name and continued to diversify.
In December 1970, the McGraw-Hill Company of Canada Limited bought The Ryerson Press and
the company became McGraw-Hill Ryerson Limited (sometimes referred to herein as "MHR" or
"McGraw-Hill Ryerson" or the "Company").

McGraw-Hill Ryerson Limited in 2013
The Company develops and distributes educational and professional learning solutions in digital
and print forms designed to fulfill customers’ needs. Product offerings include teaching, learning
and assessment solutions, online reference resources, and individual print and eBook titles. The
Company is committed to providing Canadians with material of the highest quality to meet their
educational, professional and personal goals.
The Company is structured on a market-focused basis and serves three principal markets through
the following revenue divisions:
•
•
•

Higher Education Division: post-secondary educational institutions, including universities and
community and career colleges;
School Division: elementary and secondary schools;
Professional Division: retailers, wholesalers, libraries, teaching and learning institutions, and
professionals.

McGraw-Hill Ryerson is operated independently, in close cooperation with various divisions and international affiliates of its indirect majority shareholder, McGraw-Hill Global Education Holdings, LLC.
Through this cooperation the Company benefits from its access to the significant product, market, and
operational expertise of McGraw-Hill Education. For more information on McGraw-Hill Ryerson visit
www.mheducation.ca.
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Financial

Highlights

(In thousands of dollars, except per share data)
2012

2013

2011

2010

IFRS

2009
Cdn. GAAP

Revenue

$ 71,117

$ 77,082

$82,032

$81,025

$88,009

Expenses

$ 63,209

$ 65,854

$69,533

$69,987

$74,406

Net income

$ 5,819

$ 8,145

$ 8,757

$ 7,521

$ 9,296
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Revenue and Earnings

Cash Flow
Cash provided by operating activities

$ 18,234

$  19,362

$17,029

$22,778

$18,539

Additions to capital assets

$

$

194

$    390

$     399

$     263

Net increase/(decrease) in cash during the year

$ 11,224

$(26,780)

$ (2,468)

$ 8,516

$ (7,302)

Total shareholders’ equity

$ 46,598

$ 42,559

$74,459

$77,601

$77,358

Total assets

$ 65,797

$ 61,075

$93,403

$95,210

$96,030

Basic – net income per share for the year

$

$

4.08

$   4.39

$      3.77

$ 4.66

Dividends declared

$ 1.245

$ 20.185

$ 6.125

$ 3.565

$ 1.005
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Book value

$ 23.34

$   21.32

$  37.29

$ 8.87

$  38.74

Market value at December 31

$ 41.75

$   35.99

$ 42.80

$ 8.00

$  43.50

Net income/average assets

9.2%

10.5%

         9.3%

7.9%

     9.3%

Net income/total revenue

8.2%

10.6%

10.7%

      9.3%

10.6%

119

Closing Financial Position

Per Common Share
2.91

Financial Ratios

13,603

88,009

12,499
81,025

11,228

11,038

82,032
77,082
71,117

2009
Cdn. GAAP

2010

2011

2012
IFRS

2013

7,908

2009
Cdn. GAAP

2010

2011

2012
IFRS

2013

Message to the

Shareholders

2013 proved to be a challenging year for McGraw-Hill Ryerson Limited, particularly in the school market. The
Company reported a decrease in total revenue of 7.7% and a decrease in net income of 28.6%. When adjusted
for the one-time retroactive copyright payment in 2012, net income decreased 6.7% in 2013.
The Higher Education Division reported consistent sales with a slight increase of 0.4% in a market that was
lower year-over-year. This Division continues to invest in the development of digital and customized learning
solutions, areas that have grown over the past two years and that we believe are the key to our long-term growth
and profitability in Higher Education.

The Professional Division reported a 17.9% increase in sales with reduced returns of printed product and growth
in eBooks and online resources, all contributing. The industry declined 5.2%, mainly in printed products.
In 2013, operating expenses decreased 2.6% as a result of lower compensation, promotion, and other costs,
offset by a restructuring charge of $2.9 million. This restructuring, carried out in the fourth quarter of 2013, will
contribute to controlling expense growth in 2014. In November we announced our plans to sell our Whitby facility and combine our distribution function with McGraw-Hill Education’s US operations beginning in 2014. Those
moves allow us to refine our operating model and related organizational structure to improve our support for
evolving areas such as digital product development and technical support for our customers.
Strong accounts receivable collections, inventory management, and controlled capital spending helped to maintain cash balances at adequate levels. As a result, we were pleased to increase our quarterly dividend payment
from $0.30 to $0.315 which took effect with the payment of the first quarter dividend on May 30, 2013.
In March, The McGraw-Hill Companies, Inc. (now called McGraw-Hill Financial, Inc.), sold its McGraw-Hill Education
business to funds affiliated with Apollo Global Management, LLC, along with its investment in our Company.
Through the challenges and opportunities presented in 2013, the employees of McGraw-Hill Ryerson Limited
have remained focused and dedicated. We would like to thank them for their contributions in 2013, and their
ongoing commitment as we strive for a successful 2014.

H. Ian Macdonald, O.C., LL.D.,D.UNIV.D.LITT, FCOL
Chairman of the Board of Directors

David L. Swail
President and Chief Executive Officer
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The School Division reported a sales decrease of 23.1% while industry-wide results declined 12.0%. This under
performance relative to the industry is a result of non-recurring sole source contracts. Spending in all regions
decreased this year as curricular implementation reached cyclical lows. We continue to develop products to
serve areas that show promise for growth, including continued improvements to our digital products.
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HIGHER EDUCATION DIVISION
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The Higher Education Division continued to add market-leading digital learning solutions in 2013. Twentyeight additional Canadian integrated learning solutions, in areas such as Accounting, Chemistry, Economics,
Management, and Finance drove industry-leading growth. The Division continued to build its user base
through the addition of over 170,000 customers of McGraw-Hill Connect ™, a next-generation online study
tool. The addition of the LearnSmart Advantage™ suite of adaptive learning solutions to our portfolio has
further enhanced our ability to meet customer needs and improve the effectiveness of our learning solutions.
Key Higher Education Integrated Solutions List in 2013:
1. Larson, Fundamental Accounting Principles, Vols. 1&2, plus Connect LearnSmart with SmartBook, 14/e
2. Ross, Fundamentals of Corporate Finance, plus Connect with eBook, 8/e
3. Schwind, Canadian Human Resource Management, plus Connect with eBook, 10/e
4. Hilton, Modern Advanced Accounting in Canada, plus Connect with eBook, 7/e
5. Nickels, Understanding Canadian Business, plus Connect LearnSmart with SmartBook, 8/e
6. McConnell, Microeconomics/Macroeconomics, plus Connect LearnSmart with SmartBook, 13/e
7. Silberberg, Chemistry, plus Connect LearnSmart with SmartBook, 1/e
8. Smieliauskas, Auditing, plus Connect with eBook, 6/e
9. Brooker, Biology, plus Connect LearnSmart with SmartBook, 2/e
10. Fahey, Fit & Well, plus Connect LearnSmart with SmartBook, 3/e

We continue to evolve our divisional teams in product development, sales, marketing, and learning solutions, to
improve our speed to market and better support areas of growth for the Division.

SCHOOL DIVISION

For 2013 the School Division expanded the Mathematics list in Ontario to include CONNECTSchool — a multiple
media online study resource — for Advanced Functions 12 and Functions 11. CONNECTSchool is now available
for 15 courses. Additionally, we updated our solutions for the Academic Grade 9 market with the launch of
Foundations of Mathematics 9. Nova Scotia has begun implementing new Grades K–12 curricula and we have
supported this implementation with Financial Mathematics designed for Grade 10 students.
In Science, the School Division continued its multi-year plan with the launch of Environmental Science 11.
We now offer resources to support 12 of the 20 Ontario Science courses. For British Columbia, we developed
BC Science 12 to support the grade 12 academic biology course.
To support teaching and learning for courses in the Social Sciences curriculum, we have launched Elements
— a new resource concept which offers short “modules” to address core concepts in the curricula. Our
first series of Elements titles supports National curricula in Food and Nutrition. Comprised of 6 titles, our
modular approach to resource design offers teachers flexible purchasing options.
The School Division expanded its solutions for high school Literacy with iSkills — a National Grades 8–10
series. iSkills was developed using a “stand-alone” lesson design which facilitates the development of
custom lesson sequences.
Key School Division Titles in 2013:
1. McAskill et al., Pre-Calculus 12
2. Bocknek et al., Biology 11 College
3. Haskings et al., Social Science: An Introduction
4. Eitienne et al., MHR Math at Work 10
5. Speijer et al., Principles of Mathematics 10
6. Constantin et al., MHR Inquiry into Biology
7. Speijer et al., Functions 11
8. McAskill et al., Pre-Calculus 11
9. Speijer et al., Principles of Mathematics 9
10. Cook et al., iSkills Expressions
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The School Division's 2013 publishing program continued to build on our long-term strategy of supporting
teaching and learning in Grades 7–12 Mathematics, Science, English, and Social Sciences courses.
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PROFESSIONAL DIVISION
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The Professional Division acts as the sales, marketing, and distribution arm for McGraw-Hill Education’s
Professional products in Canada.
In the past several years, this Division has seen a significant transition of its business to digital formats such
as eBooks and online resources that make McGraw-Hill reference materials available in searchable digital
form. Traditional print volumes have declined as these new digital revenue streams have grown. Throughout
2013, we saw the continuation of this trend, and we realigned resources within the Division to better focus
on areas of continuing digital growth.
Key Professional Division Titles in 2013:
1. Dash & Arnold, Guide to the Canadian Family Medicine Examination
2. Longo et al., Harrison’s Principles of Internal Medicine, 18/e
3. Wolf & Johnson, Fitzpatrick’s Color Atlas and Synopsis of Clinical Dermatology, 7/e
4. Patterson et al., Crucial Conversations: Tools for Talking When Stakes Are High, 2/e
5. Le & Bhushan, First Aid for the USMLE Step1, 2013
6. Brukner & Khan, Brukner & Khan’s Clinical Sports Medicine, 4/e
7. DiPiro et al., Pharmacotherapy: A Pathophysiologic Approach, 8/e
8. Kandel et al., Principles of Neural Science, 5/e
9. Educational Testing Service, GRE: The Official Guide to the revised General Test, 2/e
10. Tintinalli et al., Tintinalli’s Emergency Medicine Manual, 7/e

Management’s Discussion and Analysis of
Operating Results and Financial Position

PROFILE
McGraw-Hill Ryerson Limited was incorporated in 1944 and
has been listed on the Toronto Stock Exchange since 1971. The
Company is operated independently, in close cooperation with
various divisions and international affiliates of McGraw-Hill Global
Education Holdings, LLC (“Parent” or “McGraw-Hill Education”).
The Company develops and distributes educational and professional learning solutions to serve education, professional and
consumer markets. Product offerings include text and professional
reference books, multimedia resources, and teaching, assessment,
support, and monitoring solutions, all in both digital and print
formats.
The Company is structured on a market-focused basis and
operates in three primary market areas. The largest division is the
Higher Education Division which serves post-secondary education
institutions, including universities, community colleges, and career
colleges. The second largest division is the School Division, which
serves elementary and secondary schools. The third division is the
Professional Division, which serves retailers, wholesalers, libraries, and professionals.

DISCLOSURE CONTROLS AND
INTERNAL CONTROLS FOR
FINANCIAL REPORTING
The Company’s management is responsible for establishing and
maintaining the Company’s disclosure controls and procedures to
ensure that information used internally and disclosed externally is
accurate and reliable. Management has evaluated the effectiveness of the Company’s disclosure controls and procedures, and
based on such evaluation has concluded that their design and
operation are adequate and effective as of the end of the fiscal
year ended December 31, 2013.
The Company’s management is responsible for establishing and
maintaining internal control over financial reporting. Management

has evaluated the effectiveness of the internal controls over financial reporting and has concluded that their design and operation are
effective as of the end of the fiscal year ended December 31, 2013.
During the fourth quarter ended December 31, 2013, there were
no changes in the Company’s internal control over financial reporting that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

REVENUE
The Company’s sales revenue, less returns, decreased by 5.6%
in 2013, with sales of $68.2 million, compared to $72.3 million
in 2012.
Despite the industry decline, the Higher Education Division’s
sales increased 0.4% in 2013 compared to 2012. Sales were
supported by the continued increase in adoption of its digital solutions. Higher Education accelerated its leadership in the technology-enabled evolution of education with the continued growth of
McGraw-Hill Connect™, integrated eContent and online homework
solutions, and the LearnSmart Advantage™ suite of adaptive learning solutions. The Division continues to be a leader in the industry
in partnership and development initiatives that provide educators
and students the opportunity to evaluate and purchase our learning solutions directly, and in the forms they prefer, seamlessly
integrated into institutions' learning management systems and
devices of their choice.
The School Division's sales decreased by 26.7% compared to
the previous year. The decline in revenue is a function of nonrepeating 2012 sole source contracts and industry-wide sales
declines, the result of a slow release of new curricula. Industry
sales declined by 12.0% relative to 2012 (based on Canadian
Education Resource Council data).
The Professional Division net sales grew by 17.9% in 2013 compared to 2012. The improvement in sales was partly the result of
a decrease in returns, along with continued growth in eBook sales
and our Access suite of digital products.
Overall, sales of Canadian publications decreased to 65.0% of
total sales in 2013 compared to 67.9% of total sales in 2012. On
average, the Company earns higher margins on Canadian publications than on imported product or agency product. Sales of product
imported from McGraw-Hill Education increased to 32.5% of total
sales, compared to 31.4% in 2012.
Other revenue consisting of copyright, licensing, translation,
and freight fees decreased to $2.3 million in 2013 compared to
$4.3 million in 2012, driven by a non-recurring retroactive copyright
income payment received in 2012.
Rental income from the tenant at the Company’s facility in
Whitby, Ontario increased to $0.6 million in 2013 compared to $0.5
million in 2012.
Total revenue decreased to $71.1 million in 2013, from $77.1 million
last year.
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This management’s discussion and analysis (“MD&A”) provides a
detailed analysis of McGraw-Hill Ryerson Limited’s (the “Company”)
business and compares its financial results for the year 2013 with
those of the previous year. In order to better understand the MD&A,
it should be read in conjunction with the financial statements as at
and for the year ended December 31, 2013, and its related notes.
The Company prepares and files its financial statements and
MD&A using Canadian dollars and in accordance with International
Financial Reporting Standards (“IFRS”). The financial statements
and MD&A, as well as additional information regarding McGrawHill Ryerson Limited, including the Annual Information Form, are
available at the Company profile page on www.sedar.com. This
MD&A has been prepared as of February 6, 2014.
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EXPENSES
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The trade and other receivables balance decreased to $9.0 million from $10.5 million in 2012, driven by the lower fourth quarter
sales in both Higher Education and School. The Company’s collection performance is closely monitored in accordance with credit
terms and industry standards.
Inventories decreased to $3.3 million from $4.6 million in
2012, as increased demand for digital product has lowered print
inventories. The Company continues to put a strong emphasis on
inventory management, while ensuring high service levels are
maintained.
Pre-publication investment of $4.9 million was lower than prior
year’s level of investment of $5.8 million. We have reduced product
development in our School division in response to changes in curricula renewal.
Investment in property, plant, and equipment in 2013 of $0.1
million was lower than prior year investments of $0.2 million.
These purchases were mainly for computer equipment and facility
maintenance.
The Company has entered into operating leases, primarily for
photocopiers, for which the estimated future minimum annual lease
payments are $0.1 million in the next 12 months and $0.1 million
after 1 year but less than 5 years.
The Company’s cash flow is seasonal during the year, reflecting the sales cycle. During the low cash phase of the cycle, in
the second and third quarters, the Company has a line of credit
available to meet forecasted needs. The line of credit has not been
used since 2003.
As at December 31, 2013, the Company had a cash balance of $26.4 million and a positive working capital balance.
Management believes that cash flow from operations and existing credit facilities will provide the Company with sufficient
financial resources to fund its operations for the next 12 months
and beyond.

Cost of goods sold decreased to $25.4 million in 2013, from $26.8
million in 2012. This is consistent with the decrease in sales.
Operating expenses decreased to $29.4 million, from $30.2 million
in 2012. There were reductions in compensation, promotion, and legal
expenses that were offset by a restructuring charge of $2.9 million.
This restructuring will allow us to manage our operating expenses
while improving our support for evolving areas such as digital product
development and technical support for our customers.
Amortization expenses for pre-publication costs decreased to
$7.5 million in 2013 compared to $8.5 million in 2012. The decrease
is partly attributable to delays in the release of curricular revisions
that impact the School publishing program.
Depreciation expense for capital assets remained consistent at
$0.8 million in 2013.
Finance income decreased by $0.2 million, driven by lower
average cash balances in 2013 compared to 2012. Finance costs in
2013, consisting mainly of banking charges, remained consistent
with prior year.
The Company reported a foreign exchange loss of $0.1 million,
compared to a $0.3 million gain in 2012. The Company incurs
foreign exchange gains and losses throughout the year as a result
of the volume of related-party transactions, most of which are
denominated in U.S. dollars. The Company continues to employ
policies to minimize the impact of these currency fluctuations.
The effective tax rate in 2013 was 26.4% which is lower than
the 2012 rate of 27.5% as a result of a lower statutory rate.

LIQUIDITY AND FINANCIAL
RESOURCES
Cash increased to $26.4 million as of December 31, 2013 from
$15.1 million in 2012, which is mainly a result of special dividend
payments made during the prior year.
Scheduled Annual Information

Balances as at December 31
(In Thousands of Dollars, except per share data)

2013

2012

2011

2010

2009
Previous
Canadian
Generally
Accepted  
Accounting
Principles

International Financial Reporting Standards
$26,370

$15,146

$41,926

$44,394

$35,878

Trade and other receivables, net

8,976

  10,463

11,429

9,273

  11,319

Inventories, net

3,312

4,601

6,123

  5,370

6,052

Working capital

33,607

17,476

45,780

46,933

45,577

Total assets

65,797

61,075

93,403

95,210

  96,030

2,897

2,867

    2,325

   3,891

2,812

$18,234

$19,362

$17,029

$22,778

$18,539

4,912

5,820

7,324

7,002

9,595

119

194

390

  399

  263

$1.245

$20.185

$6.125

$3.565

$1.005

Cash

Total Non-current Financial Liabilities
For the Year Ended:
Cash provided by operating activities
Pre-publication investment
Investment in property, plant, and equipment
Dividends declared per share

TRANSACTIONS WITH
RELATED PARTIES

QUARTERLY RESULTS

DIVIDENDS
The Company increased its quarterly dividend payment, a decision announced in April, 2013. The quarterly dividend payment is
$0.315 per share at the end of 2013 ($0.30 at the end of 2012). Total
dividends declared and paid were $2.5 million in 2013, compared
to $40.3 million in 2012. The 2012 amount includes $37.9 million
in special dividends ($19.00 per share): $7.00 per share declared in
the second quarter of 2012, and $12.00 per share declared in the
fourth quarter of 2012.

CRITICAL ACCOUNTING ESTIMATES
The preparation of financial statements in accordance with
International Financial Reporting Standards ("IFRS") requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenue and expenses during the
reporting period. Actual results may differ from those estimates.
The critical accounting estimates included in the financial statements are as follows:
The inventory obsolescence reserve is based upon management’s assessment of the market’s demand, including sales forecasts and attrition rates for the Company’s products as compared to
the number of units currently on hand. This calculation is completed
for each title. Should the estimate for inventory obsolescence vary
by one percentage point, it would have an approximate impact of
less than $0.1 million on income before income taxes.
The allowance for doubtful accounts is calculated by reviewing
any specifically identified aged accounts plus a provision for the
balance of the accounts based on historical experience. The impact
on income before income taxes for a one percentage point change
in the allowance for doubtful accounts rate is $0.2 million.
The estimate for sales return reserve is calculated using the forecasted rate of returns in future periods. This forecast is calculated

Quarterly Income Statement (In thousands of dollars — except per share data)
Quarter Ended
31-Mar

Quarter Ended
30-Jun

Quarter Ended
30-Sep

Quarter Ended
31-Dec

Full Year

2013

2012

2013

2012

2013

2012

2013

2012

2013

2012

2011

7,871

8,025

12,064

15,031

31,009

32,037

20,173

21, 989

71,117

77,082

82,032

Net Income

(1,763)

(2,666)

(534)

210

6,093

6,239

2,023

4,362

5,819

8,145

8,757

Earnings per
share

(0.88)

(1.34)

(0.27)

0.11

3.05

3.12

1.01

2.18

2.91

4.08

4.39

Total revenue
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The Company is a subsidiary of McGraw-Hill Global Education
Holdings, LLC, which indirectly owns 70.1% of the outstanding
common shares. Under long-standing arrangements, the Company
purchases books and educational materials from the Parent company and various international affiliates of the Parent.
Inventory purchases during 2013 were $15.7 million, down from
$17.1 million in 2012. In addition, the Company pays royalties to
the Parent company and its affiliates for any titles that have been
adapted to the Canadian market. Royalty payments in 2013 were
$2.0 million, which is slightly higher in comparison to the $1.9 million paid in 2012.
The Company also sells books and educational materials to
various international affiliates of the Parent. These purchases and
sales are recorded at the exchange rates in effect at the time of
the transaction. In the normal course of business, the Company
reimburses (and is reimbursed for) common expenses shared with
other affiliates of the Parent. All such reimbursements are done at
cost, using exchange rates in effect at the time of the transactions.
The Company owed related parties $3.7 million at the end of
2013, compared to $4.7 million at the end of 2012, and was owed
$0.6 million by the related parties at the end of 2013, down from
$1.8 million at the end of 2012.
In April 2013, the Company established a treasury support
program pursuant to which the Company can make loans from time
to time to certain affiliates of the Parent in exchange for interest bearing demand promissory notes. The loans will be secured
through a guarantee issued by the Parent. There have been no
promissory notes issued in 2013.

Most of the Company’s sales revenue is seasonal, based on
the education industry’s school terms for the School and Higher
Education Divisions. As a result, the Company earns a significant
amount of its total sales revenue in the third and fourth quarters
of each year.
In the fourth quarter of 2013, total revenue decreased 8.3%
compared the fourth quarter of 2012, as a result of a non-recurring
retroactive copyright payment received in the prior year. Higher
Education sales decreased to $14.5 million from $15.0 million.
School Division sales decreased by $0.4 million, compared to the
fourth quarter of 2012, to $2.2 million. Professional sales increased
by $0.9 million from $1.3 million in 2012. Net income decreased
by $2.3 million in the fourth quarter compared to the corresponding quarter in 2012 driven by the non-recurring copyright payment
received in 2012. See Quarterly Income Statement below.
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separately for each Division, and is based on the average rate of
returns, by Division, over the past three years. Should the estimate
for sales returns vary by one percentage point, it would have an
approximate impact of $0.4 million on income before income taxes.
The employee future benefit is calculated using forecasted
health care costs in future periods. This forecast is based on historical trends. Should the estimate for health care costs vary by
one percentage point, it would have an approximate impact of $0.3
million on income before income taxes.
The estimate for pre-publication costs impairment is based
upon management’s assessment of the market’s demand by title
compared to its net book value. Should the estimate for re-publication impairment vary by one percentage point, it would have an
approximate impact of $0.1 million on income before income taxes.

10

STANDARDS ISSUED BUT NOT
YET EFFECTIVE
Standards issued but not yet effective up to the date of issuance
of the Company’s financial statements are listed below. This listing is of standards and interpretations issued which the Company
reasonably expects to be applicable at a future date. The Company
intends to adopt those standards when they become effective.

IFRS 9, Financial Instruments: Classification and
Measurement
IFRS 9 as issued reflects the first phase of the IASB’s work on the
replacement of IAS 39 and applies to the classification and measurement of financial assets and financial liabilities as defined in IAS 39.
The standard is effective for annual periods beginning on or after
January 1, 2015. In subsequent phases, the IASB will address hedge
accounting and impairment of financial assets. The adoption of the
first phase of IFRS 9 will not have an effect on the classification
and measurement of the Company’s financial assets or liabilities.
The Company will quantify the effect in conjunction with the other
phases, when issued, to present a comprehensive picture.

IAS 32, Financial Instruments: Presentation
The IASB amended IAS 32 to address inconsistencies in current
practice in the application of offsetting criteria. The amendments
provide clarification with respect to the meaning of ‘currently has a
legally enforceable right of set-off’ and that some gross settlement
systems may be considered equivalent to net settlement. These
amendments are effective for annual periods beginning on or after
January 1, 2014. The Company has assessed the impact of these
standards and there is no impact on its financial statements.

IFRIC 21, Levies
In May 2013, the IFRS Interpretations Committee (IFRIC), with
the approval of the IASB, issued IFRIC 21 – Levies.   IFRIC 21
provides guidance on when to recognize a liability to pay a levy
imposed by government that is accounted for in accordance

with IAS 37 – Provisions, Contingent Liabilities and Contingent
Assets. IFRIC 21 is effective for annual periods beginning on or
after January 1, 2014, and is to be applied retrospectively.  The
Company has assessed the impact of this standard, and there
is no impact on its financial statements.

STRATEGIC INITIATIVES
In November 2013, the Company announced its intention to list
for sale its facility located at 300 Water Street in Whitby, Ontario.
The process has been started but the building is not listed as at
February 6, 2014. We also announced our intention to combine our
distribution function with McGraw-Hill Education’s U.S. operations.

OTHER
The number of common shares outstanding as of December 31,
2013 is 1,996,638.

RISKS AND UNCERTAINTIES
Educational Funding Constraints and Curriculum
Revisions in the School Market
Educational funding varies from year to year depending on current
provincial governments’ budgets and mandate in each jurisdiction.
The annual provincial government mandates affect both the funding levels and curriculum revision cycles. The funding levels and
curriculum revision cycles have an immediate and ongoing impact
on the performance of the Company’s School Division. For the year
ending December 31, 2013, industry sales are below prior year
with year-over-year sales in Ontario, the largest market, showing
a significant decline.

Format and Delivery of Learning Resources
Changing media technology continues to affect the publishing
industry in several ways: sales of non-print materials continue to
increase as a percentage of total sales and revenue recognition
for non-print sales can differ from that of print products; there
has been an increase in electronic piracy over the Internet; and,
most importantly, the format of learning resources and government
policy on their use continues to evolve. While all divisions of the
Company are working on leveraging the opportunities arising from
these developments, there can be no assurance that one or more
of these developments will not have a permanent and long-term
impact on markets for the Company’s products. In recent years, college and university textbooks have been made available on a rental
basis, both through campus bookstores and online resources. In the
Professional Division, the shift from sales of print products to sales
of digital products may have a negative impact on Company results.
In the School market space, adoption of digital resources is slow as
a result of a highly variable rate of implementation of infrastructure
to support technology in the classroom.

Competition from Foreign-Based Sources (Wholesalers
and Online Booksellers)
Online booksellers in the U.S. and other countries have created an
avenue for Canadians to purchase published products directly from foreign retailers, thus bypassing the Canadian marketers and distributors
of those products. In particular, students are able to access a very large
source of second-hand and/or rental products. Sustained increases in
market penetration by foreign-based virtual bookstores and wholesalers could adversely impact the Company’s market share and financial
performance. The impact of this issue varies partly in relation to the
changes in the Canadian dollar/U.S. dollar exchange rates.

Labour Disruptions in the Education Sector
A labour disruption in the School or Higher Education market can
have a significant impact on the purchasing and distribution capabilities within these markets, depending on the timing and duration
of the disruption.

Uncertainty in Employee Future Benefits Costs
Changes in medical or dental costs or life insurance premiums for
employees eligible for the employee retirement benefits may have
an impact on the Company’s results.

Foreign Exchange

Court rulings in Canada have reinforced user rights. As media technology continues to evolve, publishers may find it more difficult to
protect their content effectively. These factors may impact future
sales and royalties within the School and Higher Education industries from copyright collectives. Royalties are also impacted by the
value of license agreements.
The Federal Copyright Board finalized the School industry
copyright tariff in the second quarter of 2009. The decision can
be viewed at www.cb-cda.gc.ca. The tariff evaluation was under
appeal and was heard by the Supreme Court of Canada. In their
July 2013 ruling, the Supreme Court has referred the matter back
to the Copyright Board for review. The decision can be viewed at
www.scc-csc.gc.ca.
Access Copyright (the Canadian copyright collective) has signed
a model license with the Association of Universities and Colleges
of Canada. As this license is signed by institutions, it will allow
them to reproduce copyright protected materials in both the print
and digital formats in exchange for a set royalty rate per full-time
student. There is no assurance of full participation by relevant
institutions.
In addition, the November 2012 approval by the Government of
Canada of Bill C-11, to amend Canada’s Copyright Act, has created
the prospect for a reduction in copyright protection for creators
(e.g., authors) and publishers. Uncertainty surrounding the ultimate
impact of the Bill continues as it is interpreted by the educational
and legal communities. School Boards in Ontario and Ministries
of Education in all other provinces have advised Access Copyright
that they would no longer be paying the K–12 copyright license fee
effective January 1, 2013. Access Copyright is pursuing a variety of
options to reinstate this revenue.

The following table sets forth, for each period indicated, the
exchange rate for Canadian dollars expressed in U.S. dollars at the
end of that period.

Dependency on Retail National Accounts
While national accounts comprise a small portion of the Company’s
total business, their significant influence in the marketplace can
increase the volatility of sales and returns and lead to less favourable commercial terms as a result of their negotiating power.
In addition, some national accounts have introduced in-house
publishing programs and author self-publishing tools that compete
with the Company’s publishing program.

Exchange
Rate

2011

2012

Dec. 31

Dec. 31

Mar. 31

Jun. 30

2013

0.971

1.011

0.980

0.962

Sept. 30 Dec. 31
0.971

0.943

A significant portion of the Company’s purchases are incurred
in U.S. dollars, while all its revenues are in Canadian dollars, and
its financial results are reported in Canadian dollars. As a result,
major exchange rate fluctuations between the Canadian and U.S.
dollars will either positively or negatively affect net income. The
Company is employing policies to minimize the impact of these
currency fluctuations, including purchasing U.S. dollars when U.S.
dollar-denominated liabilities are identified.

OUTLOOK
2014 is expected to be a year of continued transition from print to
digital revenue sources in most markets we serve. The Company
will benefit from the announcements made in November 2013 to
reduce our operating costs while expanding our product offerings.
The Company does face challenges resulting from weak government funding for education, particularly in Ontario, and from uncertainty surrounding the impact of Federal government copyright
legislation. We will continue to focus on developing new skills for
our workforce, to meet the evolving demand for digital learning
solutions in particular.

Cautionary Note Regarding Forward-Looking
Statements
Certain statements contained in this Annual Report and MD&A,
including statements which may contain the words "may," "will,"
"likely," "project," "intend," "plan," "forecast," "expects," "believes,"
"anticipates," "could," and similar expressions and statements
related to matters that are not historical facts, constitute forwardlooking information within the meaning of securities laws.
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Such forward-looking information, particularly with respect to
the Company’s future plans, costs, objectives, or economic performance, reflects what we believe in good faith to be reasonable
assumptions, expectations, and intentions, based on information
that is currently available. Although we believe these underlying
assumptions, expectations, and intentions to be reasonable, forward-looking information is not a guarantee of future performance,
and involves risks and uncertainties, many of which are beyond our
control and which may cause actual results, events, or actions to
differ materially from those expressed or implied in such forwardlooking information. These risks and uncertainties include, but are
not limited to, changes in customer markets, changes in demand
for the Company’s products, changes in technology, changes in
educational funding by governments, curriculum changes in the
School market, other government policy changes, changes to the
format and delivery of future learning resources, competition from
foreign-based virtual bookstores, changes to copyright law and
educational tariffs, and the ability to protect the Company’s content
under copyright law, and general economic conditions.
The factors and assumptions that were applied in reaching the
forward-looking information include, but are not limited to, the
assumptions:
■■

that curriculum revisions in several provinces will take place
as anticipated and that newly published products will meet the
requirements of those curriculum revisions;

■■

■■

■■

■■

that enrollment at elementary schools, secondary schools, and
colleges and universities is consistent with our expectations.
Nationally, we expect a minor decline in enrollment at the
elementary and secondary levels and a flat to minor increase at
the college/university level;
that demand for the Higher Education Division’s technologybased products and services will continue to grow;
that provincial funding for educational resources will proceed as
anticipated; and
that Retail and Medical national accounts will maintain their
purchasing and returns patterns.

Although we have attempted to identify and describe above
under the heading “Risks and Uncertainties,” important risks and
factors which may cause actual results to differ materially from those
described in any forward-looking information, there may be other
risks and factors that cause results, events, or actions to differ materially from those anticipated, estimated, or intended. Accordingly,
readers should not place undue reliance on forward-looking information contained in this report. Any forward-looking information contained herein is expressed as of the date of this report and, except
as required by law, the Company does not undertake any obligation
to update or revise such forward-looking information to reflect subsequent information, events, or circumstances.

Management Report

To the Shareholders of McGraw-Hill Ryerson Limited

The financial statements and all the information in this Annual
Report were prepared by the management of McGraw-Hill
Ryerson Limited, which is responsible for their integrity and
objectivity.
These financial statements—prepared in conformity with
appropriately chosen International Financial Reporting Standards,
and including amounts based on management’s best estimates
and judgments—present fairly McGraw-Hill Ryerson’s financial
condition and the results of the Company’s operations. Other
financial information given in this report is consistent with these
financial statements.
McGraw-Hill Ryerson’s management maintains a system
of internal accounting controls designed to provide reasonable assurance that the financial records accurately reflect
the Company’s operations and that the Company’s assets are
protected against loss. Consistent with the concept of reasonable assurance, the Company recognizes that the relative cost
of these controls should not exceed the expected benefits in
maintaining these controls. These controls further assure the
quality of the financial records in several ways: the careful
selection and training of management personnel; maintaining an
organizational structure that provides an appropriate division of
financial responsibilities; and communicating financial and other
relevant policies throughout the Company.

The financial statements in this report have been audited
by Ernst & Young LLP, Chartered Accountants, in accordance
with Canadian generally accepted auditing standards. The independent auditors were retained to express an opinion on the
financial statements.
McGraw-Hill Ryerson’s Board of Directors is responsible for
ensuring that management fulfills its responsibilities for financial
reporting and is ultimately responsible for reviewing and approving the financial statements. The Board carries out this responsibility principally through its Audit Committee, which is composed
entirely of outside directors. The Audit Committee meets periodically with management and the independent auditors to ensure
that each group is carrying out its respective responsibilities. In
addition, the independent auditors meet with, and have full free
access to, the Audit Committee without any representatives from
management present.

David L. Swail
President and
Chief Executive Officer

Brenda Arseneault
Vice-President and
Chief Financial Officer

Independent Auditors’ Report

To the Shareholders of McGraw-Hill Ryerson Limited

We have audited the accompanying financial statements of McGraw-Hill Ryerson Limited,
which comprise the statements of financial position as at December 31, 2013 and 2012, and
January 1, 2012, and the statements of income and comprehensive income, changes in equity
and cash flows for the years ended December 31, 2013 and 2012, and a summary of significant
accounting policies and other explanatory information.

Management's responsibility for the financial statements
Management is responsible for the preparation and fair presentation of these financial statements
in accordance with International Financial Reporting Standards, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditors’ judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditors consider internal control relevant to the entity's preparation and fair presentation of the financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate
to provide a basis for our audit opinion.

Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position
of McGraw-Hill Ryerson Limited as at December 31, 2013 and 2012, and January 1, 2012, and its
financial performance and its cash flows for the year ended December 31, 2013 and 2012 in accordance with International Financial Reporting Standards.

Toronto, Canada
February 6, 2014

Chartered Accountants
Licensed Public Accountants

McGraw-Hill Ryerson Annual Report 2013

Auditors’ responsibility

13

Statements of Income and
Comprehensive Income

McGraw-Hill Ryerson Limited. Incorporated under the laws of Ontario.

(In thousands of dollars—except per share data)
Year ended December 31

2013

Revenue

72,258

2,273

4,283

640

541

Total revenue

71,117

77,082

Cost of goods sold [note 11]

25,353

26,754

Gross profit

45,764

50,328

Operating expenses [notes 5, 7 and 8]

29,422

30,208

7,520

8,477

785

842

8,037

10,801

Finance income [note 14]

152

323

Finance costs

191

178

Foreign exchange gain (loss)

(90)

282

Income before income taxes

7,908

11,228

Income tax expense [note 9]

2,089

3,083

Net income for the year attributable to equity holders of the Company

5,819

8,145

468

(122)

6,287

8,023

$2.91

$4.08

Other income
Rental income

McGraw-Hill Ryerson Annual Report 2013

[note 2]
68,204

Sales revenue, less returns

14

2012

Amortization, net of impairment—pre-publication costs [note 6]
Depreciation—property, plant and equipment [note 12]
Operating income

Other comprehensive income (loss)
Actuarial gain (loss) on employee future benefits, net of tax [note 7]
Total comprehensive income for the year attributable
to equity holders of the Company

Earnings per share
Basic and Diluted
(See accompanying notes.)

Statements of Financial Position
(In thousands of dollars)
As at

December 31, 2013

January 1, 2012

[note 2]

[note 2]

26,370
998
8,976
3,312
559
401
293
40,909
12,757
11,118
1,013
24,858
65,797

15,146
799
10,463
4,601
1,783
333
—
33,125
13,423
13,754
773
27,950
61,075

41,926
716
11,429
6,123
1,925
280
—
62,399
14,071
16,439
469
30,979
93,378

10,817
1,776
—
3,709
16,302
1,894
1,003
19,199

10,045
646
265
4,693
15,649
2,517
350
18,516

10,849
273
713
4,784
16,619
2,185
44
18,848

Share Capital
    Authorized 5,000,000 no par value common shares
    Issued and outstanding 1,996,638 common shares
Paid in capital
Accumulated other comprehensive income (loss)
Retained earnings

1,997
1,319
346
42,936

1,997
1,081
(122)
39,603

1,997
702
71
71,760

Total equity

46,598

42,559

74,530

Total liabilities and equity

65,797

61,075

93,378

Assets
Current
Cash [note 14]
Marketable securities [note 14]
Trade and other receivables, net [note 14]
Inventories, net [note 11]
Due from parent and affiliated companies [note 10]
Prepaid expenses and other assets
Income taxes receivable
Total current assets
Property, plant, and equipment, net [note 12]
Intangible assets [note 6]
Deferred tax assets, net [note 9]
Total non-current assets
Total assets

Liabilities and Equity
Current
Trade and other payables
Realignment payable [note 5]
Income taxes payable
Due to parent and affiliated companies [note 10]
Total current liabilities
Employee future benefits [note 7]
Long-term payable [note 5]
Total liabilities

Equity

(See accompanying notes.)

On behalf of the Board

H. Ian Macdonald, O.C., LL.D., Director

David L. Swail, Director
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Statements of Changes in Equity
(In thousands of dollars)

Share capital
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Balance, December 31, 2011

16

Paid-in
capital

Accumulated
other
comprehensive
income

Retained
earnings

Total

1,997

702

—

71,760

74,459

Dividends paid ($20.185 per share)

—

—

—

(40,302)

(40,302)

Additional paid-in capital [note 8]

—

379

—

—

379

Net Income

—

—

—

8,145

8,145

—

—

(122)

—

(122)

1,997

1,081

(122)

39,603

42,559

Dividends paid ($1.245 per share)

—

—

—

(2,486)

(2,486)

Additional paid-in capital [note 8]

—

238

—

—

238

Net Income

—

—

—

5,819

5,819

—

—

468

—

468

1,997

1,319

346

42,936

46,598

Items not to be reclassified to profit or loss in
subsequent periods:
Other comprehensive loss
Balance, December 31, 2012

Items not to be reclassified to profit or loss in
subsequent periods:
Other comprehensive income
Balance, December 31, 2013
(See accompanying notes.)

Statements of Cash Flows
(In thousands of dollars)
Years ended December 31

2013

2012

5,819

8,145

7,520

8,477

785

842

(155)

72

(240)

(237)

13,729

17,299

Operating Activities
Net income for the year
Add (deduct) non-cash items
   Amortization, net of impairment—pre-publication costs [note 6]
Depreciation—property, plant, and equipment [note 12]
Increase (decrease) in employee future benefits

Net change in non-cash working capital balances related to operations [note 15]
Cash provided by operating activities

4,973

1,941

18,702

19,240

Investing Activities
(4,912)

(5,820)

Investment in property, plant, and equipment [note 12]

(119)

(194)

Increase in marketable securities

(199)

(83)

(5,230)

(6,097)

Investment in pre-publication costs [note 6]

Cash used in investing activities

Financing Activities

17

(2,486)

(40,302)

238

379

Cash used in financing activities

(2,248)

(39,923)

Net increase (decrease) in cash during the year

11,224

(26,780)

Cash, beginning of year

15,146

41,926

Cash, end of year

26,370

15,146

Dividends paid to shareholders
Change in paid-in capital [note 8]

(See accompanying notes.)

McGraw-Hill Ryerson Annual Report 2013

Deferred taxes [note 9]

Notes to Financial Statements

All figures in the accompanying notes are in $000’s, except per share data or where noted otherwise.

Summary of Business and
Significant Accounting Policies
1
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McGraw-Hill Ryerson Limited (the “Company”) develops and
distributes educational and professional learning solutions in
digital and print media designed to fulfill the individual needs of
customers. Product offerings include text and professional reference books, multimedia tools, and teaching, assessment, support,
and monitoring solutions. The Company is committed to providing
Canadians with material of the highest quality for their education
and enjoyment.
The Company is structured on a market-focused basis and
operates in three primary market areas. The largest division is the
Higher Education Division which serves post-secondary education
institutions, including universities, community colleges, and career
colleges. The second largest division is the School Division, which
serves elementary and secondary schools. The third division is the
Professional Division, which serves retailers, wholesalers, libraries, and professionals.
The financial statements of the Company as at and for the year
ended December 31, 2013, were authorized for issue in accordance with a resolution of the directors on February 6, 2014. The
Company is incorporated under the laws of Ontario and domiciled
in Canada, and its shares are publicly traded on the Toronto Stock
Exchange. The address of its registered office is 300 Water Street,
Whitby, Ontario L1N 9B6.

Indirect Acquisition of the Company's Majority
Shareholder's Interest

end of the reporting period. However, uncertainty about these
assumptions and estimates could result in outcomes that require a
material adjustment to the carrying amount of the asset or liability
affected in future periods.
The areas involving a higher degree of judgment or complexity,
or areas where assumptions and estimates are significant to the
financial statements are disclosed in note 2.

Foreign currencies
The financial statements are presented in Canadian dollars, which
is the Company’s functional and reporting currency.
Monetary assets and liabilities denominated in foreign currencies are translated into Canadian dollars at the rates of exchange
prevailing at year end. Non-monetary items that are measured
in terms of historical cost in a foreign currency are translated
using the exchange rates at the date of the initial transaction.
Transactions denominated in foreign currencies are translated into
Canadian dollars at the exchange rate at the date of the transactions. Any resulting gains or losses on these monetary items are
included in the statements of income and comprehensive income
for the period, including the charges and credits attributable to
exchange differences on these monetary items.

Cash
The Company is holding cash of $407,900 from the Ministry of
Education of Ontario that is to be paid to a third party for the
translation of two titles.

Trade receivables and allowance for doubtful
accounts and sales returns

On March 22, 2013, McGraw-Hill Global Education Holdings, LLC
[“Parent” or “McGraw-Hill Education”], the indirect holder of
70.1% of the Company’s common shares, was purchased by investment funds affiliated with Apollo Global Management, LLC. As a
result, the Directors on the Board of the Company that remained
employees of McGraw-Hill Companies, Inc. (now called McGrawHill Financial Inc. [“MHFI”]) subsequently left the Board and were
replaced by employees of McGraw-Hill Education. The underlying
business has remained unchanged as a result of this transaction.

The trade receivables are carried at the original invoice amount
less an estimate for doubtful accounts and anticipated sales
returns. The trade accounts receivable reserve methodology is
based on historical analysis and a review of outstanding balances.
A significant estimate for the Company is the allowance for sales
returns, which is calculated using the forecasted rate of returns
in future periods. The forecast is calculated separately for each
division, and is based on the average rate of returns, by division,
over three years.

Basis of preparation

Inventories

These financial statements of the Company were prepared in
accordance with International Financial Reporting Standards
(“IFRS”), as issued by the International Accounting Standards
Board (“IASB”). These financial statements were prepared on a
going concern basis, under the historical cost convention, except
for cash and financial instruments, which have been measured at
fair value.
The preparation of the Company’s financial statements requires
management to make judgments, estimates, and assumptions
that affect the reported amounts of revenues, expenses, assets,
and liabilities, and the disclosure of contingent liabilities, at the

Inventories are stated at the lower of cost, on a first-in, first-out
basis, and net realizable value. The Canadian product inventory
cost consists of paper, print, and binding costs. The inventory cost
of imported and agency product is the purchase price of the product. Net realizable value is the estimated selling price in the ordinary course of business, less estimated costs necessary to make
the sale. A significant estimate for the Company is the reserve for
inventory obsolescence. The reserve is based upon management’s
assessment of the future demand for its products in the market
as compared to the number of units currently on hand. The future
demand is estimated at the title level using historical trends.

Goodwill

Property, plant, and equipment are recorded at cost, less accumulated depreciation. Land is not depreciated. Depreciation on other
assets is provided on a straight-line basis over the following periods:

Goodwill represents the excess of the cost of an acquisition over
the fair value of the Company’s share of the net identifiable assets
of the acquired company at the date of acquisition. Goodwill is
tested annually for impairment and carried at cost less accumulated impairment losses.
Goodwill is allocated to CGUs for the purpose of impairment
testing based on the level at which management monitors it,
which is not higher than an operating segment. Management
monitors goodwill at the segment level based on the Company’s
three primary markets, namely Higher Education, School and
Professional. The allocation is made to those CGUs that are
expected to benefit from the business combination in which the
goodwill originally arose. Based on the annual impairment review,
the Company determined that no provision for impairment was
required as at December 31, 2013, or December 31, 2012.

Building
Computer equipment
Furniture, fixtures, and equipment

15 to 40 years
3 years
4 to 10 years

The assets’ residual values and useful lives are reviewed, and
adjusted if appropriate, at each statement of financial position date.
Improvements, renewals, and extraordinary repairs that extend the
life of the asset are capitalized; other repairs and maintenance costs
are expensed as incurred. The cost and accumulated depreciation
applicable to assets retired are removed from the accounts and the
gain or loss on disposition is recognized in income.
Property, plant, and equipment is reviewed for impairment
quarterly and whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Whenever the carrying amount of an asset exceeds its recoverable
amount, an impairment loss is recognized. The recoverable amount
is the higher of an asset's fair value less cost to sell or value-inuse. The fair value less cost to sell is the amount obtainable from
the sale of an asset in an arm's length transaction, while value-inuse is the present value of estimated future cash flows expected
to arise from the continuing use of an asset and from its disposal
at the end of its useful life. Recoverable amounts are estimated
for individual assets or, if not possible, for the cash-generating unit
(“CGU”), which is defined as the three primary markets in which
the Company operates; Higher Education, School and Professional.

Pre-publication costs
Pre-publication costs represent direct costs incurred in the development of educational products prior to their publication. These
costs are recognized as intangible assets when it is determined
that the product will generate probable future economic benefits
and costs can be measured reliably. They include third party services, preparation, and plate costs, which are amortized from the
year of publication over the lesser of five years and the expected
sales life of the related product using either an accelerated or
straight-line method.
The Company reviews the pre-publication costs intangible
asset for impairment quarterly, or when circumstances indicate the
carrying amount may not be recoverable. The existence of impairment is assessed by evaluating the remaining lives and recoverability of such costs, which can be dependent upon program
acceptance by provincial authorities for the School Division, based
on its recoverable amount. The recoverable amount is the higher of
a group of related titles’ (“project level”) fair value less cost to sell
or its value-in-use. Fair value reflects the knowledge and estimates
of knowledgeable, willing buyers and sellers. In contrast, value-inuse reflects the entity's estimates, including the effects of factors
that may be specific to the entity and not applicable to entities in
general. See Note 6 for the amount of impairment included in the
pre-publication costs. The Company evaluates impairment losses
for potential reversals when events or changes in circumstances
warrant such consideration.

Revenue recognition
Revenue is recognized to the extent that it is probable that the
economic benefits will flow to the Company and the revenue
can be readily measured. The Company recognizes revenue for
product sales, net of estimated returns, when the significant risks
and rewards of ownership of the goods have passed to the buyer,
which generally is when the products are shipped to customers,
which is also when title passes to the customer.
Multiple component arrangements
When a single sales transaction requires the delivery of more
than one product or service (multiple components), the revenue
recognition criteria are applied to the separately identifiable components. A component is considered to be separately identifiable
if the product or service delivered has stand-alone value to that
customer and the fair value associated with the product or service
can be measured reliably. The amount recognized as revenue for
each component is the fair value of the element in relation to the
fair value of the arrangement as a whole.
Other income
Other income is comprised of freight, licensing, copyright, digital
commissions, and translation fees and is recognized as earned on
a monthly basis.
Rental income
Rental income arises from an operating lease from a tenant within
the Company’s building and is accounted for on a straight-line
basis over the term of the lease.

Provisions, bonus plans, and commissions
A provision is recognized when there exists a legal or constructive
obligation arising from past events, it is probable that an outflow
of resources embodying economic benefits will be required to
settle the obligation and a reliable estimate can be made of this
amount. Liabilities for bonuses are recognized based on a formula
that takes into consideration each employee’s achievement of
bonus criteria.
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Financial assets and liabilities within the scope of IAS 39,
Financial Instruments: Recognition and Measurement, are classified as financial assets or liabilities at fair value through profit or
loss, loans and receivables, held-to-maturity investments, available-for-sale financial assets, loans and borrowings, or as derivatives designated as hedging instruments in an effective hedge,
as appropriate. The Company determines the classification of its
financial assets and liabilities at initial recognition.
All of the Company's financial instruments are initially measured at fair value, with subsequent measurements dependent on
the classification of each financial instrument. Financial assets at
fair value through profit or loss include cash, which are measured
at fair value, and all gains and losses are included in net income in
the period in which they arise.
Financial instruments that are held for trading include marketable securities, which are recorded at fair value. The Company
records its marketable securities at fair value using quoted prices
in active markets, a level 1 category.
Loans and receivables, which include trade and other receivables and amounts due from parent and affiliated companies, are
recorded at amortized cost. The Company does not currently have
any financial assets classified as available for sale. Loans and borrowings, which include trade and other payables and amounts due
to parent and affiliated companies, are recorded at amortized cost.
The Company does not currently engage in any hedging activities.

Pensions and other post-employment benefits
The Company has a defined contribution pension plan for all
employees for which the Company's contributions are expensed
as incurred. Total pension expense for this plan during the year is
$549 (2012 – $707).
The Company also has a supplemental employee retirement
plan (“SERP”) for certain executives. They are entitled to additional pension payments upon retirement or end of service to the
Company determined primarily based on the executives’ salaries
and years of service. Total SERP expense during the year is $176
(2012 – $112) and the SERP liability as at December 31, 2013 is
$1,029 (2012 – $874). The SERP obligation is unfunded and is
included in trade and other payables in the Company’s statements
of financial position.
The Company has a post-retirement defined benefit plan for
certain retirees covering extended health and dental costs, as
well as basic life insurance. The premiums for this plan are paid
for by the Company. For post-retirement benefits, the net periodic
pension expense is actuarially determined on an annual basis by
independent actuaries using the projected unit credit method. The
determination of benefit expense requires assumptions such as
the expected return on assets available to fund plan obligations,
the discount rate to measure obligations, the projected life expectancy of retirees, and the expected healthcare cost trend rate.
Actual results will differ from results which are estimated based
on assumptions.

The liability recognized in the statements of financial position
is the present value of the defined benefit obligation at the statement of financial position date, together with adjustments for
unrecognized past service costs. The present value of the defined
benefit obligation is determined by discounting the estimated
future cash outflows using interest rates of high-quality corporate
bonds that are denominated in the currency in which the benefits
will be paid and that have terms to maturity approximating the
terms of the related pension liability. The net actuarial gain (loss)
is recognized in the statements of other comprehensive income.

Share-based payment transactions
A limited number of employees (including senior executives) of
the Company were eligible to receive remuneration in the form
of share-based payment transactions, whereby employees render
services as consideration for equity instruments. The shares were
those of MHFI and not those of McGraw-Hill Ryerson Limited.
All stock-based payment plans vested immediately on the date
of the change in control on March 22, 2013.  The full expense was
recorded immediately. There have been no stock based compensation
plans instituted by McGraw-Hill Education subsequent to this date.

Income taxes
Deferred tax is provided, using the liability method, on temporary
differences arising between the tax bases of assets and liabilities
and their carrying amounts in the financial statements. Tax rates
enacted or substantively enacted by the statement of financial
position date are used to determine the deferred tax expense.
Deferred tax assets are recognized to the extent that it is
probable that future taxable profit will be available against which
temporary differences or unused tax losses can be utilized.
Deferred tax is charged or credited in the statement of income
and comprehensive income, except when it relates to items credited or charged directly to equity, in which case the deferred tax is
treated accordingly.
Deferred income tax assets and deferred income tax liabilities
are offset, if a legally enforceable right exists to set off current
tax assets against current income tax liabilities and the deferred
income taxes relate to the same taxable entity and the same taxation authority.

Earnings per share
The weighted average number of common shares used in the
computation of both basic and diluted earnings per share for 2013
is 1,996,638 (2012 – 1,996,638).

Seasonality
The Company’s sales are seasonal and based on the education
industry’s school terms for the School and Higher Education divisions. The Company earns a significant amount of its sales in the fall
and winter seasons. In the first and second quarters of each calendar
year, the Company earns only a small portion of its annual revenue.

SIGNIFICANT ACCOUNTING
JUDGMENTS, ESTIMATES, AND
ASSUMPTIONS
2

Changes in accounting policies

Estimates and assumptions
The Company makes estimates and assumptions concerning the
future. The resulting accounting estimates will, by definition,
seldom equal the actual results. The key assumptions concerning
the future and other key sources of estimation uncertainty at the
reporting date that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities within
the next financial year are discussed below.
Inventory
The values associated with inventory involve significant estimates
and assumptions, including those with respect to estimating
obsolescence such as sales forecasts and attrition rates. Sales
forecasts and attrition rates are based on market intelligence
and historical buying patterns. These significant estimates and
assumptions require considerable judgment which, as a result of
a change in estimate, could affect the Company’s future results.
Therefore, these inputs will affect the value of the inventory obsolescence provision and related expense in future periods.
Accounts receivable – Allowance for doubtful accounts
and estimated returns
The values associated with accounts receivable involve significant
estimates and assumptions, including the estimate for doubtful
accounts and allowance for estimated returns. These significant
estimates and assumptions require considerable judgment which
could affect the Company’s future results, if the current estimates
change. These determinations will affect the amount of provision expense on accounts receivable in future periods. The trade
accounts receivable reserve methodology is based on historical

Intangible assets – Pre-publication costs and goodwill
The values associated with pre-publication costs and goodwill
involve significant estimates and assumptions, including those
with respect to future cash inflows and outflows, discount rates,
and asset lives. These significant estimates and assumptions
require considerable judgment which could affect the Company’s
future results, if the current estimates of future performance and
fair values change. These determinations will affect the amount of
amortization expense on identifiable intangible assets, excluding
goodwill, recognized in future periods.
The Company assesses impairment by comparing the recoverable amount of an identifiable intangible asset with its carrying
value. The Company assesses impairment by comparing recoverable amount of a CGU containing goodwill within its carrying
value. The determination of the recoverable amount involves significant management judgment. The Company has three CGUs (the
Higher Education, School and Professional divisions). The pre-tax
discount rate used in these calculations is 12.5% (2012 – 12.5%).
The Company performs its quarterly test for impairment of
the pre-publication costs using the “value in use” method. The
estimate for pre-publication costs impairment is based upon management’s assessment of the market’s demand by project over two
years for the Higher Education division and over three years for
the School division compared to its net book value. The historical
sales trends by project are used as a basis for future sales with
an applied attrition rate and market intelligence. See Note 6 for
impairment amount.
The Company performs its annual test for goodwill impairment
as of December 31 and when events or changes in circumstances
indicate that goodwill might be impaired in accordance with
the policy described in note 1. Two of the CGUs (the School
and Professional divisions) have carrying values which include
goodwill that must be tested. The Company has used the “valuein-use” methodology to calculate each CGUs recoverable amount.
Management assumes annual cash flows in the future will be
equal to the average annual cash flows over the previous five
years, and therefore has assumed no incremental growth factors
in these calculations. Management includes cash flows for the
next five years in these calculations, as well as the calculation of
a terminal value at the end of year five. Management has used
this timeframe due to the mature industry in which the Company
participates.
The carrying amount of goodwill allocated to each of the CGUs
at December 31, 2013, for the School division and the Professional
division were $260 and $103, respectively.
No impairment losses in respect of goodwill were recognized
in 2013 and 2012. The recoverable amount of the CGUs was determined based on the present value of expected future cash flows
and was greater than its respective carrying value.
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The Company applied IAS 19, Employee Benefits (revised 2011)
(“IAS 19R”) retrospectively in the current period in accordance
with the transitional provision set out in the revised standard.
The opening statement of financial position of the earliest comparative period presented, (January 1, 2012) and the comparative
figures have been accordingly restated.
Upon transition to IAS 19R in 2013, there was an adjustment
to the comparative figures as the actuarial gains/losses on postretirement benefits are recorded through Other Comprehensive
Income effective January 1, 2012. As of December 31, 2012,
the Company recognized actuarial losses of $122. The employee
future benefits liability increased by $164, and deferred tax assets
increased by $42 as a result of this change.
Estimates and judgments are continually evaluated and are
based on historical experience and other factors, including expectations of future events that are believed to be reasonable under
the circumstances.

analysis and a review of outstanding balances. A significant estimate for the Company is the allowance for sales returns, which is
calculated using the forecasted rate of returns in future periods.
The forecast is calculated separately for each division, and is
based on the average rate of returns, by division, over three years.
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With regard to the assessment of value-in-use of the CGU,
management believes that a reasonably possible change in the
discount rate of one percentage point would not cause the carrying
amount of cash-generating units to materially exceed its recoverable amount.
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Employee future benefits
The present value of the defined benefit obligation is determined
by discounting the estimated future cash outflows using interest
rates of high-quality corporate bonds that are denominated in the
currency in which the benefits will be paid and that have terms to
maturity approximating the terms of the related post-employment
benefit obligation. Determination of benefit expense requires
assumptions such as the discount rate to measure obligations, the
projected life expectancy of retirees, and the expected healthcare
cost trend rate. Actual results will differ from results which are
estimated based on assumptions.

Judgments
The following critical judgment that was made by management
has the most significant effect on the amounts recognized in the
financial statements.
Revenue recognition
As described in note 1, the Company assessed the criteria for the
recognition of revenue related to arrangements that have multiple
components as set out in IAS 18, Revenue. Judgment is necessary
to determine when components can be recognized separately
and the allocation of the related fair value consideration to each
component.

STANDARDS ISSUED BUT NOT
YET EFFECTIVE

loans and receivables, available-for-sale and held-to-maturity, currently in IAS 39. There are new requirements for the accounting of
financial liabilities as well as a carryover of requirements from IAS
39. The Company does not anticipate early adoption and will adopt
the standard for annual periods beginning on or after January 1,
2015. The adoption of the first phase of IFRS 9 will not have an effect
on the classification and measurement of the Company’s financial
assets or liabilities. The Company is in the process of reviewing the
full standard to determine the impact on the financial statements.

IAS 32, Financial Instruments: Presentation
The IASB amended IAS 32 to address inconsistencies in current
practice in the application of offsetting criteria. The amendments
provide clarification with respect to the meaning of ‘currently has
a legally enforceable right of set-off’ and that some gross settlement systems may be considered equivalent to net settlement.
These amendments are effective for annual periods beginning on
or after January 1, 2014. The Company has assessed the impact
of this standard and there is no impact on its financial statements.

IFRIC 21, Levies
In May 2013, the IFRS Interpretations Committee (IFRIC), with
the approval of the IASB, issued IFRIC 21 – Levies.   IFRIC 21
provides guidance on when to recognize a liability to pay a levy
imposed by government that is accounted for in accordance
with IAS 37 – Provisions, Contingent Liabilities and Contingent
Assets. IFRIC 21 is effective for annual periods beginning on or
after January 1, 2014, and is to be applied retrospectively.  The
Company has assessed the impact of this standard, and there
is no impact on its financial statements.

3

Standards issued but not yet effective up to the date of issuance
of the Company’s financial statements are listed below. This listing is of standards and interpretations issued which the Company
reasonably expects to be applicable at a future date. The Company
intends to adopt those standards when they become effective.

IFRS 9, Financial Instruments: Classification and
Measurement
In November 2009, the IASB issued IFRS 9, which covers classification and measurement as the first part of its project to replace IAS
39. In October 2010, the IASB also incorporated new accounting
requirements for liabilities. The standard introduces new requirements for measurement and eliminates the current classification of

4

SEGMENT INFORMATION

The Company is structured on a market-focus basis and operates
in three primary market areas in Canada: post-secondary education, including universities, community colleges, and proprietary
colleges ("Higher Education"); elementary and secondary ("School");
and trade, professional, and medical, including retailers, distributors, libraries, non-traditional booksellers, direct marketing, and the
medical sector ("Professional"). Interest income and expense, current
taxes, deferred taxes and certain financial assets and liabilities are
managed on a Company basis and are not allocated to operating
segments. Transfer prices between operating segments are on an
arm’s length basis in a manner similar to transactions with third
parties. The accounting policies of these operating segments are the
same as those described in the summary of business and significant
accounting policies.

For the year ended December 31, 2013
Higher
Education

School

Professional

47,948

14,523

5,733

—

68,204

Amortization – pre-publication
costs

3,515

4,005

—

—

7,520

Depreciation – property, plant,
and equipment

39

35

5

706

785

17,115

1,636

1,443

(12,286)

7,908

—

—

—

2,089

2,089

Investment in pre-publication
costs

3,135

1,777

—

—

4,912

Investment in property, plant,
and equipment

28

16

1

74

119

14,087

7,995

1,671

12,633

36,386

$

Sales revenue

$

$

Corporate
$

Total
$

Results

Income (loss) before income
taxes
Income tax expense

as at December 31, 2013
Segment assets

For the year ended December 31, 2012
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Higher
Education

School

Professional

48,010

19,353

4,895

—

72,258

Amortization – pre-publication
costs

3,680

4,797

—

—

8,477

Depreciation – property, plant,
and equipment

59

34

4

745

842

16,247

5,325

1,089

(11,433)

11,228

—

—

—

3,083

3,083

Investment in pre-publication
costs

3,399

2,421

—

—

5,820

Investment in property, plant,
and equipment

36

35

7

116

194

16,274

10,713

2,081

13,268

42,336

$

Sales revenue

$

$

Corporate
$

Total
$

Results

Income (loss) before income
taxes
Income tax expense
Assets

as at December 31, 2012
Segment assets
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Assets

Reconciliations
December 31,
2013

December 31,
2012

36,386

42,336

26,370

15,146

Marketable securities

998

799

Income tax receivable

293

—

Due from parent and affiliated companies

559

1,783

76

107

102

131

1,013

773

65,797

61,075

$

Segment assets

$

Unallocated assets
Cash

Prepaid expenses and other assets
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Non-current other assets
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Deferred tax asset
Total assets

5

EMPLOYEE BENEFITS EXPENSE

For the years ended December 31, employee benefits expense included in operating expenses consists of the following:
2013

2012

21,370

20,151

72

379

113

110

21,555

20,640

$

Salaries, bonuses, allowances, and benefits
Share-based payments
Post-employment benefits
Total employee benefits expense
In 2013, the Company realigned some business operations
to enhance the Company's long-term growth prospects. The
realignment cost of $2,942 consisted of employee termination and
severance costs and was included in operating expenses in 2013.
As at December 31, 2013, $2,779 (2012 – $996) of the realignment cost remained unpaid, and was reflected on the Company’s

6

$

statements of financial position in realignment payable of $1,776
(2012 – $646) and long-term payables of $1,003 (2012 – $350). At
the closing of the sale of McGraw-Hill Education to Apollo Global
Management, LLC on March 22, 2013, the $803 balance of the
2012 restructuring cost was reimbursed to the Company by MHFI.

INTANGIBLE ASSETS

Intangible assets consist of the following:
December 31,
2013

December 31,
2012

December 31,
2011

10,652

13,260

15,917

Goodwill

363

363

363

Deferred leasing cost

103

131

159

11,118

13,754

16,439

$

Pre-publication costs, net

Deferred leasing cost consists of the brokerage commission for the tenant in the Company’s building.

$

$

For the year ended December 31, 2013, changes in pre-publication costs consist of the following:
Pre-publication
costs

Accumulated
amortization

72,611

(57,962)

(1,389)

13,260

4,912

—

—

4,912

Amortization

—

(7,887)

—

(7,887)

Impairment (gain)

—

—

366

366

Write-off of titles

(2,293)

2,293

—

—

Balance, December 31, 2013

75,230

(63,556)

(1,023)

10,651

$

Balance, December 31, 2012
Additions

$

Provision
$

Net book
value
$

For the year ended December 31, 2012, changes in pre-publication costs consist of the following:

$

Balance, December 31, 2011

Accumulated
amortization
$

Provision
$

Net book
value
$

69,129

(51,946)

(1,266)

15,917

5,820

—

—

5,820

Amortization

—

(8,354)

—

(8,354)

Impairment (gain)

—

—

(123)

(123)

Write-off of titles

(2,338)

2,338

—

—

Balance, December 31, 2012

72,611

(57,962)

(1,389)

13,260

Additions

There is $2,908 of pre-publication costs for unpublished titles not being amortized as of December 31, 2013 (December 31, 2012 – $3,105).
Pre-publication costs are recorded at the lower of amortized cost or the recoverable amount from expected discounted future cash flows.

7

EMPLOYEE FUTURE BENEFITS

The Company sponsors a post-retirement benefit plan to cover
medical and dental benefits of certain retirees. This plan is unfunded. The actuarial determination of the defined benefit obligation
for this benefit plan uses the projected unit credit method (which
incorporates management’s best estimate of cost escalations, life

span, and other actuarial factors). Actuarial gains (losses) can
arise from changes in actuarial assumptions used to determine
the defined benefit obligation. The most recent actuarial valuation
was completed as of December 31, 2013. All members of this plan
are retired.

The significant assumptions used to calculate the defined benefit obligation are as follows:
December 31,
2013

December 31,
2012

January 1,
2012

Discount rate

4.7

4.2

5.2

Dental cost increase

4.5

4.5

4.5

%

%

%

The weighted average health care cost rates for 2013 were 6.9% (2012 – 7.1%). The health care cost trend rate is assumed to decrease
ratably from 7.1% per annum in 2013 to 4.5% over the next seventeen years.

McGraw-Hill Ryerson Annual Report 2013

Pre-publication
costs
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Changes to the defined benefit obligation during the year ended December 31 are shown in the table below:
2013

2012

2,517

2,185

Interest cost

103

110

Service cost

10

—

$

Defined benefit obligation, January 1

$

—

70

(95)

(108)

Effect of changes in demographic assumptions

(411)

—

Effect of changes in financial assumptions

(121)

254

Effect of experience adjustments

(109)

6

1,894

2,517

2013

2012

103

110

Current service cost

10

—

Past service cost

—

70

113

180

Plan amendments
Benefits paid
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Actuarial (gain) loss:
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Defined benefit obligation, December 31
Expenses (gains) resulting from this plan for the year ended December 31 are summarized below:

$

Interest cost

$

Assumed health care cost trend rates have a significant effect on the amounts reported for this plan. A one-percentage-point change in
assumed health care cost trend rates would have the following effects for 2013:
Increase
$

Total annual service cost and interest cost
Defined benefit obligation

Decrease
$

14

(12)

210

(180)

Assumed discount and mortality rates have a significant effect on the defined benefit obligation for this plan. A change in these assumptions
would have the following effects for 2013:
Increase
$

Decrease
$

Discount rate change of +/- 0.5%

114

(105)

Mortality rate change of +/- 1 year

70

(69)
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STOCK-BASED COMPENSATION

Prior to 2012, MHFI granted certain employees of the Company stock
options to purchase common stock and/or Restricted Performance
Shares of MHFI (collectively referred to as “Awards” [note 10]). The
fair values of these Awards were charged to the Company by MHFI
and were recorded as compensation expense by the Company over
their respective vesting periods with a corresponding increase in
paid-in capital. For the year ended December 31, 2013, operating
expenses include stock-based compensation of $72 [2012 – $379].
The share-based payment plans are described below. These plans
were cancelled upon the change of control on March 22, 2013. The
expense is for the period up to the change of control. There was no

expense after March 22, 2013, as MHFI bears the cost for the balance of the vesting period as a condition of the sale.
Employee Share Option Plan
Stock options were granted to senior executives for shares of
MHFI. The exercise price of the options is equal to the market
price of the shares on the date of grant. The options vest 50%
after the first year and 100% after the second year. The fair value
of the options is estimated at the grant date using a lattice-based
option-pricing model, taking into account the terms and conditions
upon which the instruments were granted. The contractual life of

Restricted Performance Shares
Certain employees were granted Restricted Performance Shares
prior to 2012. The units vested at the end of the three-year award
cycle based on the achievement of an earnings per share growth
goal of MHFI. Upon payment shares will be delivered, based on the
achievement of the established performance goal.

each option changed to two years upon the change of control. The
Company recorded an expense for the time the employees worked
up to the change in control. After March 22, 2013, MHFI records
the cost of the compensation, if any. There are no cash settlement
alternatives. The Company has not developed a past practice of
cash settlement.
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INCOME TAXES

The major components of income tax expense for the years ended December 31 are:
2013

2012

2,502

3,320

(413)

(237)

2,089

3,083

$

$

Current tax expense:

Deferred tax expense
Relating to origination and reversal of temporary differences
Total income tax expense

A reconciliation of income taxes calculated at the Canadian corporate tax rate to the expense for the year ended December 31 is as follows:
2013

2012

Income before income taxes

7,908

11,228

At the standard Canadian corporate tax rate of 26.5% (2012 – 26.5%)

2,096

2,975

Income taxes recorded at rates different from the standard tax rate

(97)

(120)

Impact of tax law changes

56

123

Other

34

105

2,089

3,083

$

$

Effects of:
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Deferred Tax
Deferred income tax as at for the year ended December 31 relates to the following:
Statements of
financial position

Statements of income and
comprehensive income

2013
$

2012
$

2013
$

1,634

1,667

(33)

(85)

(1,599)

(1,646)

(47)

(12)

(201)

(154)

47

197

Employee future benefits

616

647

(31)

110

Other

563

259

304

68

1,013

773

Deferred tax recover (expense)

240

278

Other comprehensive income (loss)

173

(41)

Deferred tax recover (expense), net

413

237

2012
$

Deferred tax asset (liability)
Allowance for sales returns
Property, plant, and equipment
Pre-publication costs

Deferred tax assets, net
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Current income tax expense
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RELATED PARTY TRANSACTIONS

The Company is a subsidiary of the Parent, which indirectly owns
70.1% of the outstanding common shares. Transactions with
related parties are as follows:
Under long-standing arrangements, the Company, in the normal
course of business, purchases books and educational materials from
the Parent and various international affiliates of the Parent.
The Company pays royalties to the Parent for any U.S. titles that
have been adapted to the Canadian market.
The Company also, in the normal course of business, sells books
and educational materials to various international affiliates of the
Parent.

The Company reimburses (and is reimbursed) for common
expenses shared with other affiliated companies.
Terms of payment vary from 45 to 90 days net from the transaction date and all amounts are non-interest bearing. The related party
receivables are received within established trading terms.
In April 2013, the Company established a treasury support program pursuant to which the Company can make loans from time
to time to certain affiliates of the Parent in exchange for interest
bearing demand promissory notes. The loans will be secured through
a guarantee issued by the Parent. There have been no promissory
notes issued in 2013.
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Amounts due from the Parent and affiliated companies consist of the following:
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December 31,
2013

December 31,
2012

January 1,
2012

504

1,735

1,881

55

48

44

559

1,783

1,925

December 31,
2013

December 31,
2012

January 1,
2012

3,455

4,606

4,753

254

87

31

3,709

4,693

4,784

$

Parent
Affiliated companies

$

$

Amounts due to the Parent and affiliated companies consist of the following:

$

Parent
Affiliated companies

$

$

For the years ended December 31, related party transactions with the Parent and affiliated companies are recorded at the exchange amount
and consist of the following:
2013

2012

297

244

15,595

17,011

68

65

2,021

1,925

16

14

13

—

1,808

2,640

298

135

$

$

Inventory sold to
Affiliated companies
Inventory purchased from
Parent
Affiliated companies
Royalties paid to
Parent
Affiliated companies
Royalties paid received from
Affiliated companies
Common expenses paid to Parent
Common expenses reimbursed from Parent

During the year ended December 31, 2013, the Company incurred legal fees of $69 (2012 – $159) provided by a firm where a partner is a
director of the Company. This amount was expensed as legal expense incurred in the ordinary course of business and was measured at the
exchange amount, which was the amount of consideration established and agreed to by the firm and the Company.

Compensation of key management personnel of
the Company
Key management personnel are deemed to be the executive team
of the Company, as well as the Board of Directors. For the year
ended December 31, compensation of key management personnel
consists of:
2013

2012

1,727

1,941

301

103

$

Salary, bonuses, car allowances and benefits
Share-based payments
Post-employment pension and medical benefits
Total compensation of key management personnel

146
2,190

INVENTORIES
none of the inventory was pledged as security, and there was $325
of reversals during the year ended December 31, 2013 (2012 – $228)
of any write-downs in inventory that were recognized as an expense
in prior periods. An unexpected change in sales and sales forecasts
for certain items caused the reversals of the write-downs.

The cost of inventory recognized as an expense and included on the
statements of income and comprehensive income in cost of goods
sold for the year ended December 31, 2013 amounted to $17,769
(2012 – $18,320). During the year ended December 31, 2013, $656
(2012 – $797) of inventory provision was charged to the statements
of income and comprehensive income. As at December 31, 2013,

12

138
2,166

PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment consist of the following:
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December 31, 2013
Computer
equipment

Furniture,
fixtures, and
equipment

Total

Land

Building

3,598

18,483

378

3,525

25,984

Additions

—

64

44

11

119

Write-offs

—

—

—

(32)

(32)

3,598

18,547

422

3,504

26,071

Opening accumulated depreciation

—

9,559

239

2,763

12,561

Depreciation

—

476

82

227

785

Write-offs

—

—

—

(32)

(32)

Closing accumulated depreciation

—

10,035

321

2,958

13,314

3,598

8,512

101

546

12,757

$

Opening cost

Closing cost

Closing net book value
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$

$

$

$

$

December 31, 2012

Total

Building

3,598

18,396

334

3,886

26,214

Additions

—

87

95

12

194

Write-offs

—

—

(51)

(373)

(424)

3,598

18,483

378

3,525

25,984

Opening accumulated depreciation

—

9,086

195

2,862

12,143

Depreciation

—

473

95

274

842

Write-offs

—

—

(51)

(373)

(424)

Closing accumulated depreciation

—

9,559

239

2,763

12,561

3,598

8,924

139

762

13,423

Opening cost

Closing cost
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Furniture,
fixtures, and
equipment

Land
$

30

Computer
equipment

Closing net book value
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$

$

$

COMMITMENTS

The Company has entered into operating leases for printing/
copying equipment. The Company has determined, based on an
evaluation of the terms and conditions of the arrangements, that it
does not retain all the significant risks and rewards of ownership
of these machines and so accounts for the contracts as operating
leases. These leases have a life of five years with no renewal
option included in the contracts. There are no restrictions placed
upon the Company by entering into these leases. The estimated
future minimum annual lease payments are as follows:
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$

$

Within one year

84

After one year but not more than five years

121
205

The Company has entered into commercial property leases with its
tenant. The Company has determined, based on an evaluation of
the terms and conditions of the arrangements, that it retains all the
significant risks and rewards of ownership of these properties and
so accounts for the contract as an operating lease.

FINANCIAL INSTRUMENTS

Foreign currency risk

Credit risk

The Company’s activities expose it to certain financial risks, of
which foreign exchange is the most significant. Foreign exchange
risk arises primarily from the Company’s purchases of books and
educational materials from the Parent and other international
affiliates that are mainly made in U.S. dollars. As a result, the
Company may experience significant foreign exchange exposures
between the Canadian and U.S. dollar affecting net income. As of
December 31, 2013, net U.S. dollar account balances are (2.6%)
of total assets (2012 – (1.7%)). For the year ended December 31,
2013, fluctuations of +/-5% in the exchange rates between the
Canadian and U.S. dollar would, on the translation of U.S. dollar
denominated account balances, everything else being equal, have
an effect on income before income taxes of approximately +/-$81
(2012 – $52). The U.S. dollar exposure is partially offset by U.S.
dollar denominated cash held by the Company.

The Company’s credit risk primarily arises from receivables. The
Company’s maximum exposure to credit risk is equal to the carrying value of the accounts receivable balance. With respect
to receivables, the Company’s credit risk is limited due to the
significant proportion of accounts that are government funded.
The Company assesses the credit quality of the counterparties,
taking into account their financial position, past experience and
other factors. Management also monitors the utilization of credit
limits regularly. In cases where the credit quality of a client does
not meet the Company’s requirements, prepayment is required
before any products are provided. The carrying amount of accounts
receivable is reduced through the use of an allowance for doubtful
accounts, where the amount of the expense is recognized in the
statements of income and comprehensive income within operating expenses, and an allowance for estimated returns, where the
amount of the expense is recognized in the statements of income
and comprehensive income within sales revenue and operating
expenses. When a receivable balance is considered uncollectible,
it is written off against the allowance for doubtful accounts.

December 31,
2013

December 31,
2012

January 1,
2012

15,711

17,086

18,346

Less: Allowance for doubtful accounts

(381)

(135)

(83)

Less: Allowance for estimated returns

(6,354)

(6,488)

(6,834)

8,976

10,463

11,429

December 31,
2013

December 31,
2012

January 1,
2012

Trade and other receivables

Trade and other receivables, net

Allowance for doubtful accounts, beginning of year

135

83

148

Add: Provisions (recovery) booked to expense

298

72

(68)

(52)

(20)

3

Allowance for doubtful accounts, end of year

381

135

83

December 31,
2013

December 31,
2012

6,488

6,834

6,762

Less: Returns received from customers

(6,586)

(6,839)

(6,755)

Add: Provision for current period sales

6,452

6,493

6,827

Allowance for estimated returns, end of year

6,354

6,488

6,834

Allowance for estimated returns, beginning of year

January 1,
2012

The following table sets forth the age of trade receivables that are not overdue as well as an analysis of overdue amounts:
December 31,
2013

December 31,
2012

January 1,
2012

Not overdue

56%

65%

65%

Past due for more than one day but not more than three months

42%

34%

32%

2%

1%

3%

Past due for more than three months

As at December 31, 2013, the Company's five largest customers make up approximately 35% (2012 – 23%) of the accounts receivable balance and approximately 26% (2012 – 18%) of sales revenue.

Liquidity risk

Interest rate risk

Liquidity risk arises through the excess of financial obligations over
available financial assets due at any point in time. The Company’s
objective in managing liquidity risk is to maintain sufficient readily
available reserves in order to meet its liquidity requirements at any
point in time. The Company achieves this by maintaining sufficient
cash and through the availability of funding from uncommitted
credit facilities. As at December 31, 2013, the Company was
holding cash of $26,370 (2012 – $15,146) and had undrawn lines
of credit available to it of $5,000 (2012 – $6,500). As the majority
of the Company’s cash are held by one bank in Canada, there is
a concentration of credit risk. This risk is managed by performing
a periodic review of the credit status of the Company’s financial
institution.

Interest rate risk primarily arises from cash held at the bank.
These financial assets as at the end of the year are $26,370
(2012 – $15,146). Interest income earned on these investments
in the year ended December 31, 2013 is $148 (2011 – $323). The
income earned on these cash is subject to the movements in interest rates. A +/-1% change in interest rates would, everything else
being equal, have an effect on the income before income taxes for
the year ended December 31, 2013 of approximately +$155/-$151
(2012 - +$310/-$308). Financial investments, which are comprised
of marketable securities, are recorded at fair value using quoted
prices in active markets, a level 1 category.
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Less: Recoveries (write-offs)
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Fair value

Capital risk management

The carrying amounts of the Company's financial assets and liabilities as of December 31, 2013 and 2012 approximate fair value.
The fair values of the financial assets and liabilities are included at the amount at which the instrument could be exchanged in a
current transaction between willing parties, other than in a forced
or liquidation sale.
The following methods and assumptions were used to estimate
fair value of each category of financial instruments:
Cash, restricted cash, financial investments, trade and other
receivables, due from/to parent and affiliated companies and trade
and other payables. The carrying amounts approximate their fair
values due to their short-term nature.
Financial investments, which comprise of marketable securities, are recorded at fair value using quoted prices in active markets, a level 1 category.

The Company manages its capital to safeguard the entity's ability
to continue as a going concern, so that it can continue to provide
returns for shareholders and benefits for other stakeholders. The
Company’s strategy remains unchanged from 2012.
The capital structure of the Company consists of equity comprising issued capital, paid-in capital, and retained earnings. The
Company manages the capital structure and makes adjustments to
it in light of changes in economic conditions and the risk characteristics of the underlying assets. In order to maintain or adjust the
capital structure, the Company may adjust the amount of dividends
paid to shareholders or return capital to shareholders. Such decisions are currently influenced by the amount of cash held by the
Company as well as forecasted future cash requirements.
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STATEMENTS OF CASH FLOWS

The net change in non-cash working capital balances related to operations consists of the following:
2013
$

2012
$

Trade and other receivables

1,487

966

Inventories

1,289

1,522

Due from parent and affiliated companies

1,224

142

(68)

(53)

Income tax receivable

(293)

—

Deferred leasing costs

28

28

1,902

(431)

653

306

Income taxes payable

(265)

(448)

Due to parent and affiliated companies

(984)

(91)

4,973

1,941

79

51

3,061

3,819

Prepaid expenses and other assets

Trade and other payables
Increase in long term payable

Supplemental cash flow information
Income taxes refunded
Income taxes paid

Dividend Policy
At their meeting held on April 25, 2013, the Board of Directors
approved an increase in the quarterly dividend from 30.0¢ per
share to 31.5¢ per share to shareholders of record as at May 9,
2013. This dividend increase took effect with the payment of the
first quarter dividend on May 30, 2013. The Company has periodically declared special dividends since 2005.

The determination to declare or pay dividends is entirely at the
discretion of the Board of Directors of the Company, based upon
recommendations from the Finance Committee of the Board of
Directors, and depends upon the Company's financial condition,
results of operations, capital requirements, and other factors that
the Board of Directors and Finance Committee consider relevant.

A primary concern of the Company's Board of Directors has been, and will continue to be, the effective governance of McGraw-Hill Ryerson
Limited on behalf of all shareholders. The Company's Corporate Governance Committee meets regularly to review corporate governance matters.
1. H. Ian Macdonald, O.C., LL.D., D.UNIV.D.LITT, F.COL, Chairman of the Board of Directors of McGraw-Hill Ryerson, President
Emeritus and Professor of Economics and Public Policy at York University
2. Susan M. Armstrong, CPA, CA, ICD.D, President  and CEO, CDSPI
3. J. Mark DesLauriers, Partner, Osler, Hoskin & Harcourt LLP
4. Mark Dorman, President, McGraw-Hill Education International
5. David Kraut, Treasurer, Vice-President of Investor Relations, McGraw-Hill Education
6. Kurt Strand, Senior Vice-President, Products and Markets, McGraw-Hill Higher Education
7. David L. Swail, President and Chief Executive Officer, McGraw-Hill Ryerson Limited
8. Manon R. Vennat, CM, Principal of Manon Vennat & Associates
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Shareholder and Corporate Information
Executive Offices

Bankers

McGraw-Hill Ryerson Limited
300 Water Street
Whitby, Ontario L1N 9B6
Telephone: (905) 430-5000
Facsimile: (905) 430-5020
http://www.mheducation.ca

Scotiabank
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Registrar and Transfer Agent
Investors are encouraged to contact our Transfer Agent and
Registrar, CST Trust Company, for information regarding their
security holdings.

Brenda Arseneault
Secretary-Treasurer
Telephone: (905) 430-5223

They can be reached at:
CST Trust Company
P.O. Box 700, Station B
Montreal,  Quebec H3B 3K3

Exchange Listings

AnswerLine™

The Toronto Stock Exchange
Stock Symbol: MHR

(416) 682-3860 or 1-800-387-0860
(Toll Free throughout North America)
Fax: (888) 249-6189
E-mail: inquiries@canstockta.com
Website: www.canstockta.com

Outside Legal Counsel
Osler, Hoskin & Harcourt LLP
Barristers & Solicitors
Toronto

Auditors
Ernst & Young LLP
Chartered Accountants
Toronto

www.mheducation.ca

