Table of Contents



Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)

FORM 10-K

[X] ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2003

or

[ 1 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 1-1023

THE MCGRAW-HILL COMPANIES, INC.

(Exact name of registrant as specified in its @rart

New York 13-102699t
State or other jurisdiction « (LR.S. Employe
incorporation or organizatic (Identification No.)
1221 AVENUE OF THE AMERICAS, NEW YORK, N.Y 10020
(Address of principal executive office (Zip Code)

Registrant’s telephone number, including area ¢ad&) 512-2000
Securities registered pursuant to Section 12(thefAct:

Title of each clas Name of each exchange on which regist¢

New York Stock Exchang
Common Stocl- $1 par value Pacific Stock Exchang

Securities registered pursuant to section 12(ghefAct:

NONE

(Title of class)

(Title of class)

Indicate by check mark whether the Registt@phas filed all reports required to be filed gc8on 13 or 15(d) of the Securities Exchange Adt384 during the precedir
12 months (or for such shorter period that the &eayit was required to file such reports), anché® been subject to such filing requirements fertist 90 day$xl YesO
No

Indicate by check mark if disclosure of delieqt filers pursuant to Item 405 of Regulation $8K229.405 of this chapter) is not contained heram will not be contained,
to the best of registrant’s knowledge, in defirgtjproxy or information statements incorporateddfgnence in Part Ill of this Form 10-K or any ameseaht to this Form 10-K.
O

Indicate by check mark whether the Registiman accelerated filer (as defined in Rule 124df-the act)XI YesO No

The aggregate market value of voting stock lhgl non-affiliates of the Registrant as of the lassiness day of the second fiscal quarter endee 30, 2003, was
$11,853,004,000, based on the closing price oftimemon stock as reported on the New York Stock Ergk of $62.00 per common share. For purposessotalculation, it
is assumed that directors, executive officers arteficial owners of more than 10% of the registrnstanding stock are affiliates.

The number of shares of common stock of thestent outstanding as of February 12, 2004 wéds3B81,741 shares.

Part I, Part Il and Part IIl incorporate infuation by reference from the Annual Report to Shalders for the year ended December 31, 2003.|Partorporates
information by reference from the definitive prostatement mailed to shareholders March 22, 200thtoannual meeting of shareholders to be heldm 28, 2004.
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Item 1

PART I

Business

The Registrant, incorporated in December 1828 leading global information services providening the financial services, education and bussineformation
markets with information products and services.eDtharkets include energy, construction, aerospadelefense, and medical and health. It servesistomers
through a broad range of distribution channelduiiog printed books, magazines and newsletteif@nia Internet websites and digital platfornfgough
wireless and traditional +air broadcasting, and through a variety of confeesrand trade show

The Registrant’s 16,068 employees are locatattwide. They perform the vital functions of aralyg the nature of changing demands for informatiod of
channeling the resources necessary to fill thoseades. By virtue of the numerous copyrights anehlging, trade, and other agreements, which aretésse
such a business, the Registrant is able to cotteatpile, and disseminate this information. Mostlbbmanufacturing and magazine printing is handhedugh a
number of independent contractors. The Registramiripal raw material is paper, and the Regidtras assured sources of supply, at competitiveegri
adequate for its business nee

Descriptions of the Comparsyprincipal products, broad services and markets significant achievements are hereby incorporbjeceference from Exhibit (12
pages 3 through 24, containing textual materighefRegistrar's 2003 Annual Report to Sharehold¢

The Registrant has an investor kit availablénerand in print that includes the current AnnRaport, Proxy Statement, 10-Q, 10-K, current eg®irlease and
Dividend Reinvestment and Direct Stock Purchasegi@ro as well as prior years. For online acces® gontw.mcgraw-hill.com/investor_relations and climk
Digital Investor Kit. Requests for printed copiesde e-mailed to investor_relations@mcgraw-hithar mailed to Investor Relations, The McGraw-Hill
Companies, Inc., 1221 Avenue of the Americas, NexkYNY 1002(-1095. You can call Investor Relations toll fre€3@€-43€-8502.

The Registrant has adopted a Code of Ethich@®Company’s Chief Executive Officer and Seniwrafcial Officers that applies to its chief exevatofficer,
chief financial officer, and chief accounting offic To access, go to the Corporate Governanceosauftithe Company’s Investor Relations website at
www.mcgraw-hill.com/investor_relations. Any waivehat may in the future be granted from such Cotllebe posted at such website address. In additiats

Code of Ethics for Executive Officer and Seniordfinial Officers noted above, the following topicaynbe found on the Registrasmitivebsite [at the above webs
address]

. Code of Business Ethics for all employe
. Corporate Governance Guidelin

. Audit Committee Charte

. Compensation Committee Chart

. Nominating and Corporate Governance Committee €hi

The foregoing documents are also availabjgimt to any shareholder who requests them. Regjdi@sprinted copies may be e-mailed to
corporate_secretary@mcgraw-hill.com or mailed &oGlorporate Secretary, The McGraw-Hill Companies,, 11221 Avenue of the Americas, New York, NY
1002(-1095.
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You may also read and copy materials thaCtbmpany has filed with the Securities and Excha@gemission (SEC) at the SEC's public referencerdacated
at 450 Fifth Street, N.W., Room 1024, Washingtor; [20549. Please call the Commission at 1-800-8&8D for further information on the public referenc
room. In addition, the Company’s filings with thei@mission are available to the public on the Corsiniss web site at www.sec.gov. In addition, sevgears
of SEC filings are also available at the Comy’s Investor Relation website. Go to www.mcg-hill.com/investor_relations and click on the SEGrfgs link.

Information as to Operating Segme

The relative contribution of the operatingmsents of the Registrant and its subsidiaries ryating revenue, operating profit, long-lived assetd geographic
information for the three years ended DecembefB@3 at the end of each year, are included in Eix{iiB), on pages 66 and 67 in the Registrant's3280nual
Report to Shareholders and is hereby incorporageefierence
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ltem 2  Properties

The Registrant leases office facilities at 8&ations: 233 are in the United States. In a@oldjithe Registrant owns real property at 14 |lagwti 10 are in the
United States. The principal facilities of the Retgnt are as follow:

Owned Square
or Feet
Locations Leased (thousands Business Unit

Domestic

New York, NY leased 444 Various Units: 1221
Avenue of the America

New York, NY leased 94¢€ Standard & Poor’s
55 Water Stree

New York, NY leased 51¢ Various Units: 2 Penn Plaza
Some space subleased to
nor-MH tenants

Hightstown, N owned

Office & Data Cente 424 Various Units

Warehoust 407 Vacant

Blacklick, OH owned

Book Distr. Ctr 55¢ Various Units

Office 73

Desoto, TX- 220 Book Dist. Ct leasec 382 Distribution

Dallas, TX leased 41¢€ Distribution

Assembly Plan

Dubuque, IA owned

Office 107 Various Units

Warehouse 274 Some space subleased to
nor-MH tenants

Grove City, OH leased 30¢ Distribution

Warehoust¢

Columbus, OH owned 17C School Division of
McGraw-Hill Education

Monterey, CA owned 21t CTB Division of
McGraw-Hill Education

Englewood, CC owned 13< Financial Service

Lexington, MA leased 132 Various units
Some space subleased to
nor-MH tenants

Burr Ridge, IL leased 13C Various units
Some space subleased to
nor-MH tenants

Denver, CC owned 88 Broadcasting

Indianapolis, IN owned 54 Broadcasting
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Owned Square
or Feet
Locations Leased (thousands Business Unit
Indianapolis, IN leasec 127 CTB Division of McGrav-Hill Education
Washington, DC leasec 73 Various units
Chicago, IL leasec 152 Various units
Mather, CA leasec 56 CTB Division of McGrav-Hill Education
Foreign
Whitby, Canad: owned
Office 80 McGraw-Hill Ryerson, Ltd./
Book Distribution Cti 80 Non-McGraw-Hill tenant
Maidenhead, En leasec 85 McGraw-Hill International (U.K.) Ltd.
Jurong, Sin¢ leasec 3C Various Operating Unit
Office 91 Various Publishing Unit
Canary Wharf, leased 26¢€ Standard & Poor’s, BusinessWeek, Platts
London

In July 2002, a new lease for 1221 Avenue of theeAoas commenced. The Registrant no longer hasar-McGraw-Hill subtenants at this locatio

In June 2002, a new lease commenced for 75@@e2ielle Drive, Dubuque, 1A for 330,988 square.ftst of Registrans staff at the owned location in Dubut
relocated to this new location. The majority of foemer location (2460 Kerper Blvd) is sublease®@tebecor World at a current square footage ofGEEL

Effective March 2003, CB Richard Ellis took otke management of 42 U.S. facilities. CB Rich&liis partnered with IKON (mail, reprographics) aBMCOR
(facilities maintenance) to fulfill the agreeme

In February 2001, a new lease was commence2Df@anada Square, Canary Wharf, London for 266sg0@re feet. The facility, which will be occupied2004,
will house employees of the Company'’s financial/Ems and business information operations, inclgd@tandard and Poor’s, which will consolidate istlon
operations previously housed in six separate faslias well as BusinessWeek and Pl
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Iltem 3 Legal Proceeding
While the Registrant and its subsidiaries afedants in numerous legal proceedings in theedrtates and abroad, neither the Registrantsisulisidiaries are

a party to, or any of their properties subjecttoy known material pending legal proceedings whiiehRegistrant believes will result in a materderse effect
on its financial statements or business operat

Item 4 Submission of Matters to a Vote of Security Holc

No matters were submitted to a vote of Regis’s security holders during the last quarter of tkeqa covered by this Repo
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Executive Officers of Registrant

Name Age Position
Harold McGraw Il 55 Chairman of the Board, President and Chief Exeeutificer
Robert J. Bahas 58 Executive Vice President and Chief Financial Offi
David L. Murphy 58 Executive Vice President, Human Resoui
Deven Sharm 48 Executive Vice President, Global Strate
Kenneth M. Vittor 54 Executive Vice President and General Cou
Glenn S. Goldberg 45 Senior Vice President, Corporate Affairs and Assisto the
Chairman, President and Chief Executive Off
Talia M. Griep 41 Cgrporate Controller and Senior Vice Presidentb@ldgusiness
ervices

All of the above executive officers of the Retgant have been full-time employees of the Registfor more than five years except for Deven Skasamd David
Murphy.

Mr. Sharma, prior to becoming an officer of Registrant on January 15, 2002 was a partner @t Bden & Hamilton. During his fourteen years withat firm,
he led its U.S. Marketing Board and Customer Manag#atives.

Mr. Murphy, prior to becoming an officer of tRegistrant on July 22, 2002, spent most of hisgsgional career with the Ford Motor Company wherest
recently, he was Vice President, Human Resou
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Item 5

Item 6

Item 7

Item 7a

Item 8

Item 9

Item 9a

PART Il
Market for the Registra’s Common Stock and Related Stockholder Ma

On February 12, 2004, the closing price of Mo@Hill's common stock was $76.63 per share asntedaon the New York Stock Exchange. The approxémat
number of record holders of the Comp’s common stock as of February 12, 2004 was 5

2003 2002
Dividends per share of common sto
$.270 per quarter in 20( $1.0¢
$.255 per quarter in 20( $1.0Z

Information concerning other matters is incorpatdterein by reference from Exhibit (13), from p@jeof the 2003 Annual Report to Sharehold

Selected Financial Da

Incorporated herein by reference from Exhibit (¥8)m the 2003 Annual Report to Shareholders, [&and page 8:

Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior

Incorporated herein by reference from Exhibit (¥8)m the 2003 Annual Report to Shareholders, pages 54.

Quantitative and Qualitative Disclosure about MaiRisk

Incorporated herein by reference from Exhibit (¥8)m the 2003 Annual Report to Shareholders, pages 54.

Consolidated Financial Statements and SupplemeDiaty

Incorporated herein by reference from Exhibit (¥8)m the 2003 Annual Report to Shareholders, p&gee 78 and page 8

Changes in and Disagreements with Accountants @outing and Financial Disclosu

None

Controls and Procedur

The Company maintains disclosure controls andemures that are designed to ensure that infaymegquired to be disclosed in the Compamgports filed wit
the Securities and Exchange Commission is recoptedessed, summarized and reported within the piends specified in the SEC’s rules and forms, thiat

such information is accumulated and communicatedledCompany’s management, including its CEO an@®,GIs appropriate, to allow timely decisions
regarding required disclosul
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Item 10

Item 11

Item 12

As of December 31, 2003, an evaluation wasoperéd under the supervision and with the partiaipadf the Company’s management, including the GO
CFO, of the effectiveness of the design and opmraif the Company’s disclosure controls and procesilBased on that evaluation, the Company’s manege
including the CEO and CFO, concluded that the Camisadisclosure controls and procedures were éffeets of December 31, 2003. There have been no

changes in the Company’s internal controls ovarfoial reporting during the most recent quarter tiaae materially affected, or are reasonably ¥ikel
materially affect, the Compa’s internal controls over financial reportir

PART Il
Directors and Executive Officers of the Registt

Information concerning directors is incorpotaterein by reference from the Registrant’s defiaiproxy statement dated March 22, 2004 for theuahmeeting
of shareholders to be held on April 28, 20

Executive Compensatic

Incorporated herein by reference from the Reai$'s definitive proxy statement dated March 2@04 for the annual meeting of shareholders todbe on
April 28, 2004.

Security Ownership of Certain Beneficial Owners da&hagemen

Incorporated herein by reference from the Remi$'s definitive proxy statement dated March 2204 for the annual meeting of shareholders todbe April 28,
2004.
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The following table details the Registr's equity compensation plans approved by its sechailders:

2004

Equity Compensation Plan Information

(CY

Number of
securities to be
issued upon
exercise of
outstanding

options, warrants
Plan Category

(b)

Weighted-average
exercise price of
outstanding
options, warrants

(©)
Number of securities
remaining available
for future issuance
under equity
compensation plans
(excluding securities
reflected

and rights and rights in column (a))
Equity compensation plans approved by security drs 20,009,77 $56.318: 5,807,49.
Equity compensation plans not approved by sechotgers 0 0 0
Total 20,009,77 $56.318: 5,807,49: (1)(2;
1) Included in this amount are 296,840 sharssrked for issuance under the Director DeferrediS@wnership Plan. The remaining 5,510,651 shaweseserved
for issuance under the 2002 Stock Incentive PlafPé&formance Stock, Restricted Stock, Other SBaked Awards, Stock Options and Stock Appreciation
Rights.
@

for the Annual Meeting of Shareholders held on Ap4i, 2002.

The shares reserved under the 2002 StocktiveePlan were calculated as 4.9% of the numbésafed and outstanding shares as of the sharehel®d date
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Item 13

Item 14

Item 15

@

(b)

1.

Certain Relationships and Related Transact

Incorporated herein by reference from the Reai$'s definitive proxy statement dated March 2204 for the annual meeting of shareholders todbe April 28,
2004.

Principal Accounting Fees and Servit

During the year ended December 31, 2003, Ernst &1gd_LP audited the consolidated financial statetmefthe Corporation and its subsidiari

Audit Fees and All Other Fe:

Incorporated herein by reference from the Reai$'s definitive proxy statement dated March 2204 for the annual meeting of shareholders todbe April 28,
2004.

PART IV
Exhibits, Financial Statement Schedules, and Remort~orm -K

Financial Statemen

The Index to Financial Statements and Finar®talement Schedule on Page 11 is incorporateihh®reeference as the list of financial statemeatgiired as
part of this report

Financial Statement Schedu

The Index to Financial Statements and Finar®talement Schedule on Page 11 is incorporateihh®reeference as the list of financial statemeatgiired as
part of this report

Exhibits

The exhibits filed as part of this annual rémor Form 10-K are listed in the Exhibit Index cegps 16-18, immediately preceding such Exhibitd,aarch
Exhibit Index is incorporated herein by referer

Reports on Form-K

A report on Form -K was filed by the Registrant on and dated Oct@&32r2003 with respect to item 9 (and furnished pams$ to item 12) of said repo

1C




Table of Contents

The McGraw-Hill Companies
Index to Financial Statements
And Financial Statement Schedules

Reference

Form
10-K

Annual Report
to Share-
holders (page)

Data incorporated by reference from Annual Repgo&hareholders
Report of Independent Audito
Consolidated balance sheet at December 31, 2003G02
Consolidated statement of income for each of theetlyears in the period ended
December 31, 200
Consolidated statement of cash flows for each etlthee years in the period
ended December 31, 20
Consolidated statement of shareholders’ equityémh of the three years in the
period ended December 31, 2(
Notes to consolidated financial stateme
Quarterly financial informatiol
Financial Statement Schedu
Consolidated schedule for each of the three yeatsei period ended
December 31, 200
II - Reserves for doubtful accounts and sales re' 12
Consent of Independent Auditc 39

80
56-57

55
58
59

6C-78
81

All other schedules have been omitted since theired information is not present or not preserdanmunts sufficient to require submission of theeskttte, or because the
information required is included in the consolidafmancial statements or the notes thereto.

The financial statements listed in the above inghich are included in the Annual Report to Shardérd for the year ended December 31, 2003 are yarebrporated by

reference in Exhibit (13). With the exception o thages listed in the above index, the 2003 AnReglbrt to Shareholders is not to be deemed filgzhetsof Item 15 (a)(1).

11
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THE McGRAW-HILL COMPANIES, INC.
SCHEDULE Il - RESERVES FOR DOUBTFUL ACCOUNTS AND 8BS RETURNS

(Thousands of dollars)

Balance at Additions Balance
beginning charged at end
of year to income Deductions Other of year
(A) (8)

Year ended 12/31/C
Allowance for doubtful accoun $105,53: $29,84( $31,37¢ $ $103,99¢
Allowance for return: 135,52¢ 29¢ 135,82¢
$241,06: $30,13¢ $31,37¢ $ $239,82:
I I I I I

Year ended 12/31/C
Allowance for doubtful accoun $147,85! $33,02¢ $47,04° $(28,30() $105,53:
Allowance for return: 129,03: 6,49t 135,52¢
$276,88¢ $39,51¢ $47,04° $(28,30() $241,06:
I I I I I

Year ended 12/31/C
Allowance for doubtful accoun $137,74. $55,25¢ $45,14( $ $147,85!
Allowance for return: 118,52: 10,51 129,03
$256,26: $65,76¢ $45,14( $ $276,88¢
I I I I I

(A) Accounts written off, less recoverie

(B) Relates to writing off previously establishedem®s against current assets for the final closedafwhe former Continuing Education Center, reésgltn no cash or
income statement impar

12
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Signatures

Pursuant to the requirements of Section 13 or 1&{(the Securities Exchange Act of 1934, Registheast duly caused this annual report to be signdtsdiehalf by the
undersigned, thereunto duly authorized.

The McGrav-Hill Companies, Inc

Registran

By: /s/ Kenneth M. Vittol

Kenneth M. Vittor
Executive Vice President and
General Counsel
February 27, 200

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed @muaey 27, 2004 on behalf of Registrant by theofelhg persons who
signed in the capacities as set forth below urluisr tespective names. Registrant’s board of dirsds comprised of eleven members and the sigemet forth below of
individual board members, constitute at least eonitgjof such board.

/s/ Harold McGraw Il

Harold McGraw I
Chairman, President and
Chief Executive Office

/s/ Robert J. Bahash

Robert J. Bahash
Executive Vice President and
Chief Financial Office

13
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/sl Talia M. Griep

Talia M. Griep
Corporate Controlle

and Senior Vice Presidet
Global Business Servict

/sl Pedro Aspe

Pedro Aspe
Director

sl Sir Winfried F.W. Bischoff

Sir Winfried F.W. Bischof
Director

/s/ Douglas N. Daft

Douglas N. Daf
Director

/s/ Vartan Gregorian

Vartan Gregorial
Director

/sl Linda Koch Lorimer

Linda Koch Lorimel
Director

/sl Robert P. McGraw

Robert P. McGrav
Director

14
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/sl James H. Ross

James H. Ros
Director

/s/ Edward B. Rust, Jr.

Edward B. Rust, J
Director

/sl Kurt L. Schmoke

Kurt L. Schmoke
Director

/sl Sidney Taurel

Sidney Taure
Director

15
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Exhibit Number Exhibit Index

) Stock Purchase Agreement, dated as of 28n2000, among Tribune Company and Registrantypurated by reference from the Registrant’s Forkhdatec
June 30, 200(¢

3) Articles of Incorporation of Registrant arporated by reference from Registrant’s Form lfdkthe year ended December 31, 1995 and Form f@-@e
quarter ended June 30, 19

3) By-laws of Registrant incorporated by reference froagiRtran's Form 1i-Q for the quarter ended March 31, 20

(20) Indenture dated as of June 15, 1990 betwee Registrant, as issuer, and the Bank of Nevk,Yas trustee, incorporated by reference from Kemit's
Form SE filed August 3, 1990 in connection with Re@n’s Form 1i-Q for the quarter ended June 30, 1¢

(20) Instrument defining the rights of secutilders, certificate setting forth the terms &f Begistrant's Medium-Term Notes, Series A, incoaped by reference
from Registrar’'s Form SE filed November 15, 1990 in connectiomiegistrar's Form 1-Q for the quarter ended September 30, 1

(20) Rights Agreement dated as of July 29, 19&t8een Registrant and Mellon Investor Servigesmtiporated by reference from Registrant’s Fornfital
August 3, 1998

(20) * Restricted Performance Share Award dated Janudr9%, incorporated by reference from Regis’s Form 1i-K for the year ended December 31, 1€

(10) Indemnification Agreements between Regigtand each of its directors and certain of iecekive officers relating to said directors’ aneeutive officers’
services to the Registrant, incorporated by referdrom Registrant’s Form SE filed March 27, 198 Zénnection with Registrant’s Form 10-K for thaye
ended December 31, 19¢

(20) * Registrant’s 1983 Stock Option Plan for Officarel Key Employees, incorporated by reference fragi®rant’s Form SE filed March 29, 1990 in conieett
with Registrar’s Form 1K for the year ended December 31, 1€

(20) * Registrar’'s 1987 Key Employee Stock Incentive Plan, incorfeatdy reference from Registr’'s Form 1i-K for the year ended December 31, 1€

(20) * Registrar's Amended and Restated 1993 Employee Stock IneeRtan, incorporated by reference from Regis’'s Proxy Statement dated March 23, 2(

(20) * Registrar’'s 2002 Stock Incentive Plan, incorporated by refeedrom Registra’s Form 1-Q for the quarter ended June 30, 2(

(20) * Registrant’'s Amended and Restated 1996 Key Exer8hort Term Incentive Compensation Plan, incoateal by reference from RegistranProxy Stateme
dated March 23, 200i

(20) * Registrant’s Key Executive Short-Term Incentivef@red Compensation Plan incorporated by referéooe Registrant’s Form 10-K for the year ended
December 31, 200:

(20) * Registrant’s Executive Deferred Compensation Rtaoorporated by reference from Registrant’s F&nfiled March 28, 1991 in connection with Registis
Form 1(-K for the year ended December 31, 1€

(20) * Registrar’s Senior Executive Severance Plan incorporate@feyance from Registre's Form 1K for the year ended December 31, 2C

16
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Exhibit Number Exhibit Index

(20) 364-Day Credit Agreement dated as of 22ly2003 among the Registrant, the lenders listerein, and JP Morgan Chase Bank, as administragjeat,
incorporated by reference from the Regist's Form &K dated July 24, 200:

(20) Five-Year Credit Agreement dated as of #gid5, 2000 among the Registrant, the lendeegdligterein, and The Chase Manhattan Bank, as amisthative
agent, incorporated by reference from the Regit's Form K dated August 21, 200

(20) * Registrant’s Employee Retirement Account PlanpBempent, incorporated by reference from RegisteaRtirm SE filed March 28, 1991 in connection with
Registrar’'s Form 1i-K for the year ended December 31, 1€

(20) * Registrant’'s Employee Retirement Plan Supplemeotrporated by reference from Registrant’s Foinfigd March 28, 1991 in connection with Registtan
Form 1(-K for the year ended December 31, 1€

(20) * Registrant’s Savings Incentive Plan Supplemectriporated by reference from Registrant’s FornfileH March 28, 1991 in connection with Registrant’
Form 1(-K for the year ended December 31, 1€

(20) * Registrant’s Senior Executive Supplemental Deatbability & Retirement Benefits Plan, incorporatey reference from RegistrastForm SE filed March 2!
1992 in connection with Registri’s Form 1K for the year ended December 31, 1¢

(20) * Registrar’'s 1993 Stock Payment Plan for Directors, incoratdty reference from Registr’s Proxy Statement dated March 21, 1¢

(20) * Resolutions Terminating Registrant’s 1993 StoakrRent Plan for Directors, as adopted on Januarg @6, incorporated by reference from Registrant’s
Form 1(-K for the year ended December 31, 1€

(20) * Resolutions amending certain of Registrant’s qad compensation plans, as adopted on Febr3a30P0, with respect to definitions of “Cause” and
“Change of Contr” contained therein, incorporated by reference fragi&ran's Form 1-K for the year ended December 31, 2C

(20) * Registrant’s Director Retirement Plan, incorpedaby reference from Registrant’s Form SE filed &&29, 1990 in connection with Registrant’s FormkLO
for the year ended December 31, 1€

(20) * Resolutions Freezing Existing Benefits and Teatiig Additional Benefits under Registrant’s Dirast Retirement Plan, as adopted on January 31, 1996
incorporated by reference from Regist’s Form 1-K for the year ended December 31, 1€

(20) * Registrar’s Director Deferred Compensation Pl

(20) * Director Deferred Stock Ownership Plan, incorpatdig reference from Registris Proxy Statement dated March 21, 1¢

(12) Computation of ratio of earnings to fixed char¢

(13) Registrant’s 2003 Annual Report to Shalddrs. Such Report, except for those portions tifesdich are expressly incorporated by referencig Form 10-
K, is furnished for the information of the Comma@siand is not deeme“filed” as part of this Form -K.

(21) Subsidiaries of the Registral

(23) Consent of Ernst & Young LLP, Independent Audit

(31.1 Annual Certification of the Chief Executive Officearsuant to Section 302 of the Sarbi-Oxley Act of 2002
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(31.2] Annual Certification of the Chief Financial Officpursuant to Section 302 of the Sarbi-Oxley Act of 2002

(32) Annual Certification of the Chief Executive Officend the Chief Financial Officer pursuant to Set806 of the Sarban-Oxley Act of 2002

* These exhibits relate to management contractsrapeasatory plan arrangemer
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THE McGRAW -HILL COMPANIES, INC.

DIRECTOR DEFERRED COMPENSATION PLAN
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ARTICLE |
PURPOSE

The purpose of The McGraw-Hill Companies, Inc. biog Deferred Compensation Plan (hereinafter reteto as the “Plan”) is to provide funds for retient or death for
Directors (and their beneficiaries) of The McGrawtBompanies, Inc. It is intended that the Plafi ®id in retaining and attracting Directors by piding a means to
supplement their standard of living at retirement.
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ARTICLE Il
DEFINITIONS
For the purposes of this Plan, the followingrds and phrases shall have the meanings indiaatdéeks the context clearly indicates otherwise:

Section 2.0Beneficiary. “Beneficiary” means the person, persons or entsighated by the Participant to receive any benpfiyable under the Plan. Any Participant
Beneficiary designation shall be made in a writtestrument filed with the Company and shall becafiective only when received, accepted and ackndgéd in writing by
the Company.

Section 2.0Board. “Board” means the Board of Directors of The McGrhlil-Companies, Inc.

Section 2.0Board Meeting Fees!'Board Meeting Fees” means the compensation paideimbers of the Board for attendance at meetingiseoBoard and Committees
thereof.

Section 2.0€hange of Control.For purposes of this Plan, the term “Change of @dhshall mean any of the following events:

(i) An acquisition by an individual, entity group (within the meaning of Section 13(d)(3)ldXd)(2) of the Exchange Act) (a “Personf)beneficial ownership (within t
meaning of Rule 13d-3 promulgated under the Exchaka) of 20% or more of either (1) the then outsliag shares of common stock of the Corporatioa {@utstanding
Corporation Common Stock”) or (2) the combined ngtpower of the then outstanding voting securitiethe Corporation entitled to vote generally ie #lection of directors
(the “Outstanding Corporation Voting Securities¥cluding, however, the following: (1) any acquditdirectly from the Corporation, other than aquisition by virtue of
the exercise of a conversion privilege unless #oristy being so converted was itself acquiredatiyefrom the Corporation; (2) any acquisition tetCorporation; (3) any
acquisition by any employee benefit plan (or reldtest) sponsored or maintained by the Corporatioany entity controlled by the Corporation; oy &y acquisition
pursuant to a transaction which complies with asud.), (2) and (3) of subsection (iii) of this idéfon; or
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(i) A change in the composition of the BoafdDirectors such that the individuals who, ashef effective date of the Plan, constitute the BadrDirectors (such Board of
Directors shall be hereinafter referred to as thedmbent Board”) cease for any reason to constatiteast a majority of the Board of Directorsjyided, however, for
purposes of this definition, that any individualahecomes a member of the Board of Directors sulesedo the effective date of the Plan, whose elecor nomination for
election by the Corporation’s shareholders, was@ama by a vote of at least a majority of thoseviitilials who are members of the Board of Direcaord who were also
members of the Incumbent Board (or deemed to ble gusuant to this proviso) shall be considerethasgh such individual were a member of the IncumiB®ard; but,
provided further, that any such individual whoséiahassumption of office occurs as a result ¢fiei an actual or threatened election contestuels &erms are used in
Rule 14a-11 of Regulation 14A promulgated underBkehange Act) or other actual or threatened datioin of proxies or consents by or on behalf &eason other than the
Board of Directors shall not be so considered member of the Incumbent Board; or

(iiiy Consummation of a reorganization, mergeconsolidation or sale or other dispositiorathfor substantially all of the assets of the Cogpion (“Corporate
Transaction”); excluding, however, such a Corpoflansaction pursuant to which (1) all or substdiytiall of the individuals and entities who are theneficial owners,
respectively, of the Outstanding Corporation Comr8tock and Outstanding Corporation Voting Secugitiemediately prior to such Corporate Transactidhbeneficially
own, directly or indirectly, more than 50% of, resfively, the outstanding shares of common stoo#t,thke combined voting power of the then outstagaioting securities
entitled to vote generally in the election of ditgs, as the case may be, of the corporation iegufliom such Corporate Transaction (including hwiit limitation, a
corporation which as a result of such transactiwnsothe Corporation or all or substantially altioé Corporatiors assets either directly or through one or morsisidries) ir
substantially the same proportions as their owngrgmmediately prior to such Corporate Transactmfithe Outstanding Corporation Common Stock antstanding
Corporation Voting Securities, as the case may2eayo Person (other than the Corporation, any eyge benefit plan (or related trust) of the Corfioraor such corporation
resulting from such Corporate Transaction) will &cially own, directly or indirectly, 20% or mor#, respectively, the outstanding shares of comstook of the corporatic
resulting from such Corporate Transaction or thalwioed voting power of the outstanding voting siéms of such corporation entitled to vote gengrailthe election of
directors except to the extent that such ownerskigted prior to the Corporate Transaction, andr@viduals who were members of the Incumbent Boaitl constitute at
least a majority of the members of the board adcdirs of the corporation resulting from such Ceoap® Transaction; or

(iv) The approval by the stockholders of @@rporation of a complete liquidation or dissoluatiaf the Corporation.
Section 2.08ommittee. “Committee” means the Compensation Committee oBtard.

Section 2.0€ompany.“Company” means The McGraw- Hill Companies, Ints,Successors, and any organization into whichittr which the Company may merge or
consolidate or to which all or substantially allisfassets may be transferred.

Section 2.0Deferral Benefit. “Deferral Benefit” means the benefit as calculatedrticle VIl payable to a Participant commenciaighis death, disability, on April 1
immediately following the Director attaining age, 9, if permitted by the Committee, some otheeds specified in the Participant’'s Deferral Emtihgreement.

22




Section 2.0®eferral Election Agreement.“Deferral Election Agreement” means a deferral agrent, on such form as may be prescribed by then@be, signed by the
Participant and an officer of the Company.

Section 2.0®eferred Benefit Account.“Deferred Benefit Account” means the accounts nzdimed on the books of account of the Company foh &articipant pursuant
to Article VI. Separate Deferred Benefit Accounttsilb be maintained for each Participant. More thaa Deferred Benefit Account may be maintainedeimh Participant. A
Participant’s Deferred Benefit Accounts shall biéiagd solely as a device for the measurement aterthination of the amounts to be paid to the €igetnt pursuant to this
Plan. A Participant’s Deferred Benefit Account $imakt constitute or be treated as a trust fundngflend.

Section 2.1Metermination Date.“Determination Date” means the date on which thewam of a Participant’'s Deferred Benefit Accountiétermined as provided in
Article VI hereof. The last day of each calendamthoshall be a Determination Date.

Section 2.1Director Compensation.“Director Compensation” means Retainer and Boaretiig Fees paid by the Company to its memberseoBthard of Directors.

Section 2.1Disability. “Disability” or “Disabled Participant” means thaiphysician selected by the Company has concludsdlie Participant is unable to engage in any
substantial gainful activity by reason of any matlicdeterminable physical or mental impairmentethcan be expected to result in death or to beraf-continued and
indefinite duration.
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Section 2.13(dyloody’s Bond Index. “Moody’s Bond Index” means the average annual casiipgield on Moody’s Seasoned Corporate Bond Yiettex for the
preceding five years as determined from Moody’s@Becord published by MoodylInvestors Services, Inc. (or any successor thgret, if such yield is no longer publish
a substantially similar average selected by the @ittee. For example:

ANNUAL 1985 MOODY'S
YEAR AVERAGE BOND INDEX
1984 13.4%
1983 12.7%
1982 14.9%
1981 15.06%
1980 12.7%
69.02% + 5 = 13.8(%

Section 2.13(bAverage Annual Moody’s Rate.“Average Annual Moody’s Rate” means the averagaiahonomposite yield on Moody’s Seasoned CorporatedBYield
Index for the preceding year as determined from d§t®Bond Record published by Moody’s InvestorsvBess, Inc. (or any successor thereto), or, if syield is no longer
published, a substantially similar average selebiethe Committee.

Section 2.1#articipant. “Participant” means any Director who elects to jograte in this Plan by filing a Deferral Electidmreement as provided in Article IV.

Section 2.1Plan Administrator. “Plan Administrator” means a committee consistifighe Chairman, the President, the Chief Finarféicer, the General Counsel, and
the Senior Vice President, Human Resources of thpdZation.

Section 2.1®lan Year.“Plan Year” means a twelve month period commendgguary 1 and ending the following December 31.

Section 2.1Projected Retirement Date.“Projected Retirement Date” means April 1 immediafellowing the Participant attaining age 70, bpermitted by the
Committee, some other date as specified in thedjant's Deferral Election Agreement.

Section 2.18etainer. “Retainer” means the cash portion of the amourd paimembers of the Board as compensation for #egirices in that capacity. Retainer shall not
include the cash payment payable to members dBdiaed in respect of dividends paid by the Compamgpant to subparagraph 6(b) of the 1993 McGkillvStock Paymen
Plan for Directors.
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ARTICLE Il
ADMINISTRATION

Section 3.0Plan Administrator; Committee; Duties: This Plan shall be administered by the Plan Adrtiaisr. Decisions of the Plan Administrator shalreviewable
by the Committee. The Committee shall also havettibority to make, amend, interpret, and enfolceppropriate rules and regulations for the adstiation of this Plan
and decide or resolve any and all questions inotuditerpretations of this Plan, as may arise imeation with the Plan.

Section 3.0Binding Effect of Decisions.The decision or action of the Committee in respeemny question arising out of or in connectionhvitie administration,
interpretation and application of the Plan andrtlles and regulations promulgated hereunder skdihial, conclusive and binding upon all persongitgany interest in the
Plan, unless a written appeal is received by the@ittee within sixty days of the disputed actioheTappeal will be reviewed by the Committee andiénsion of the
Committee shall be final, conclusive and bindingtloe Participant and all persons claiming by, tigtoar under the Participant.
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ARTICLE IV
PARTICIPATION

Section 4.0Participation. Participation in the Plan shall be limited to Dies who elect to participate in the Plan by filmdeferral Election Agreement with the
Company.

Section 4.0Deferral. A Director may elect in any Deferral Election Agneent to defer all or a portion of his Retainer Féts may also elect to defer all or a portion @l
Board Meeting Fees.

Section 4.08Vhen Made and When Effective A Deferral Election Agreement shall (except as ied below in the case of a new Director) beconfiecéfie on the first
day of the next Plan Year. A Deferral Election Agreent shall remain effective for such next Planr¥éeal for each subsequent Plan Year, unless suighrBeElection
Agreement is revoked in writing prior to the commoement of a subsequent Plan Year, in which casBéfierral Election Agreement shall cease to becéffe on the first da
of the Plan Year following such revocation. An widual who is not a Director may enter into a DedeElection Agreement before he/she becomes aireor within 30
days after becoming a Director, which Agreement &feeffective with respect to fees earned atterdate of such election.
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ARTICLE V
DEFERRED DIRECTOR COMPENSATION

Section 5.0Elective Deferred Director CompensationThe amount of Compensation that a Director electiefer in his Deferral Election Agreement shalkbedited by
the Company to the Participant’'s Deferred Beneéitdunt at such times as the compensation would be&e paid had it not been deferred. To the extethe Company is
required to withhold any taxes or other amountmfthe Director’s deferred compensation pursuaantpstate, federal or local law, such amounts $eathken out of the
portion of the Director’'s Compensation which is deferred under this Plan.

27




ARTICLE VI
DEFERRED BENEFIT ACCOUNT

Section 6.0Determination of Account. Each Participant’s Deferred Benefit Account, asath Determination Date, shall have a beginningriza equal to the
Participant’s Deferred Benefit Account as of theriediately preceding Determination Date. The DeteBenefit Account of each Participant shall thenrmeeased by any
deferred Director Compensation or reduced by thewannof all distributions, if any, made from suckfBrred Benefit Account since the preceding Deteatidon Date.

Section 6.02(a) For Director Compensation detein 1986, as of each Determination Date, théidfigant’s Deferred Benefit Account shall be inesed by the amount of
interest earned since the preceding Determinatite O'he Deferred Benefit Account shall be mairgdiand increased by the monthly equivalent of Més@ond Index plu
6% (up to a maximum of 150% of Moody’s Bond Indagy}il the Participant’s Projected Retirement D&ebsequent to the Participant’s Projected Retir¢ate, however,
Moody’s Bond Index shall no longer be determinedusily and shall be deemed to be the Moody’s Bongx rate in effect during the year of the Partoips Projected
Retirement Date. In the event that a Participesgisice with the Board ceases prior to his/herdtefd Retirement Date, other than for Death orliisg the Moody’s Bond
Index rate shall no longer be determined annualty shall be determined to be the Moody’s Bond Indge in effect during the Plan Year in which saelsation of services
occurs.

Section 6.02(b) For Director Compensation defein excess of the amount deferred by a Paatiti;m 1986 or Director Compensation deferred Batgicipant who began
deferring subsequent to 1986 that has begun t@piip such Participant whose service with the Bdws ceased prior to January 1, 2004, the interedit rate shall be
deemed to be the Average Annual Moody’s Rate plag@p to a maximum of 150% of the Average Annuablligs Rate) in effect during the year of the P@ptat’s
Projected Retirement Date.

Section 6.02(c) For Director Compensation defeby a Participant whose service with the Bdsdins or continues after January 1, 2004, asaf Betermination Date,
the Participant’s Deferred Account shall be incegblsy the amount of interest earned since the giegdetermination Date. Interest shall be credéed rate determined to
be in effect for each Plan Year based on 120%e®tplicable Federal Long-Term Rate (“AFR”) as jprédsed by the Internal Revenue Service in Decerobéte year prior
to the year in which the Director Compensatiorrégiited. Subsequent to the Participarttrojected Retirement Date, however, the AFR stwalonger be determined annue
and shall be deemed to be the AFR in effect dutiegyear of the Participant’s Projected Retirenizaie. In the event that a Participanservice with the Board ceases prio
his/her Projected Retirement Date, other than featD or Disability, the AFR rate shall no longerdegermined annually and shall be determined tthéé\FR rate in effect
during the Plan Year in which such cessation ofises occurs.

Section 6.03(a)lternate Rate. For Director Compensation deferred in 1986, thergdt credit rates in Section 6.02(a) may be antetalthe rate of Moody’s Bond Index
as of the Determination Date in the Company’s d@deretion if marginal corporate tax rates are oedlor if any tax leveraged investment vehicle deitilized is no longer
appropriate. In the event of a Change of Contha,ibterest credit rate cannot be changed to tterdte Rate.

28




Section 6.03(bAlternate Rate. For Director Compensation deferred in excess oatheunt deferred by a Participant in 1986, ther@stiecredit rates in Section 6.02(b)
may be amended to the rate of the Average Annualdyis Rate as of the Determination Date in the Camyfs sole discretion if marginal corporate taxesaare reduced or if
any tax leveraged investment vehicle being utilizedo longer appropriate. In the event of a Chasfgeontrol, the interest credit rate cannot bengeal to the Alternate Rate.

Section 6.0&tatement of AccountsThe Company shall submit to each Participant, wit0 days after the close of each Plan Yeartarstmnt in such form as the
Company deems desirable, setting forth the baltmtiee credit of such Participant in his DeferrezhBfit Account as of the last day of the preceditan Year.
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ARTICLE VII
BENEFITS

Section 7.0Retirement Benefit. Subject to Section 7.07, a Participant shall béledtto a Deferral Benefit equal to the amounhisf Deferred Benefit Account determir
under Section 6.01 and payable under Section @4 the Determination Date coincidental with omediately following his Projected Retirement Date.

Section 7.0Death. If a Participant dies after the commencement ofipenyts of his Deferral Benefit, or if a Participdies prior to any payments of a Deferral Benefg, h
Beneficiary shall receive a lump sum payment etpuhis Deferred Benefit Account as of the DeterrtioraDate coincidental with or immediately follovgrsuch death.

Section 7.0®isability. In the event of Disability prior to his ProjectedtiRement Date, the disabled Participant, unlesstherwise elects under this paragraph, shall have
his payment of his Deferred Benefit Account madeammenced in accordance with the Participatiore@grent filed by the Participant. Before paymentaroence or are
made under the preceding sentence, a Disableaipartt may elect, subject to Committee approvahupmod cause shown, to have payments (i) madeomsasopracticable
in a lump sum, or (ii) commence as soon as praatda equal installments over a period not in escef 15 years.

Section 7.0&orm of Benefit Payment.Upon the happening of the date or event describ&kctions 7.01 or 7.03, the Company shall pakedParticipant the balance to
the credit of his/her Deferred Benefit Account iluenp sum or in equal annual installments as eteictéhe Deferral Election Agreement filed by thertitipant. If a
Participant elects to receive payments in installt®igpayment of the Deferred Benefit Account shalin an amount which amortizes the Deferred BeAeftount balance in
equal annual payments of principal and interest aygeriod not to exceed 15 years. For purposéstefmining the amount of the annual payment, #semed rate of interest
shall be the post-retirement rate under the tefn8eotion 6.02. No change in a Participant’s etecthall be valid unless it is made in a Deferlakion.

Agreement which is filed with the Committeéopito the Plan Year preceding the Plan Year incivigayment of the Participant’s Deferred Benefitéunt would
otherwise have been made or commenced.
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Section 7.05ump Sum Payment.Notwithstanding Section 7.04, in its sole discnetibe Committee may make a lump sum payment dtrtteepayments would otherwi:
commence under the Plan.

Section 7.08Vithholding; Payroll Taxes. To the extent required by the law in effect attihee payments are made, the Company shall withfiold payments made
hereunder any taxes required to be withheld foféderal or any state or local government.

Section 7.0Commencement of PaymentsCommencement of payments under this Plan shalhbeigiin 60 days following receipt of notice by tRéan Administrator of
an event which entitles a Participant (or a Berefyg to payments under this Plan, or at such eradate as may be determined by the Committee CBingpany may, in its
sole discretion, commence payments under this Witin 60 days following a Participant’s cessatafrservices as a member of the Board prior to higeeted Retirement
Date for reasons other than death or disability pAyments shall be made as of the first day oftbath.

Section 7.0®ayments in Connection with Change of ControlNotwithstanding anything contained in this Plarte contrary, in the event of a Change of Contfdhe
Corporation the Committee shall immediately pagach Participant in a lump sum the then remainaigrize in his/her Deferred Benefit Account.

The terms of Sections 9.01 and 9.02 heredf sbabe applicable following a Change of Contoéthe Corporation.

The reasonable legal fees incurred by anyidf@ant to enforce his/her valid rights hereundelkbe paid for by the Company to the Participargddition to sums
otherwise due hereunder, whether or not the Paatitiis successful in enforcing his/her rights bether or not the matter is settled.
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ARTICLE VIII
BENEFICIARY DESIGNATION

Section 8.0Beneficiary Designation.Each Participant shall have the right, at any titnelesignate any person or persons as his Beasfior Beneficiaries (both princiy
as well as contingent) to whom payment under tkds Bhall be paid in the event of his death pocdmplete distribution to Participant of the bétsedue him under the Pla

Section 8.02mendments.Any Beneficiary designation may be changed by aidtaant by the written filing of such change ofoam prescribed by the Company. The
filing of a new Beneficiary designation form wilncel all Beneficiary designations previously filed

Section 8.08lo Beneficiary Designationlf a Participant fails to designate a Beneficiasypaovided above, or if all designated Beneficepeedecease the Participant,
then any amounts to be paid to the Member’s Beiagjishall be paid to the Member’s estate.

Section 8.0&ffect of Payment.The payment to the deemed Beneficiary shall corapglelischarge Company’s obligations under this Plan
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ARTICLE IX
AMENDMENT AND TERMINATION OF PLAN

Section 9.0Amendment. The Board or the Committee may at any time ameadPthn in whole or in part; provided, however, thatamendment shall be effective to
decrease or restrict any Deferred Benefit Accotithh@time of such amendment.

Section 9.0€ompany’s Right to Terminate. The Board or the Committee may at any time termaitla¢ Plan with respect to Director Compensatigrapke in the future,
if, in its judgment, the continuance of the Pldrg tax, accounting, or other effects thereof, deptial payments thereunder would not be in the inésrests of the Company

The Board or the Committee may also terminate the i its entirety at any time, and upon any stecmination, the Company shall immediately payaoteParticipant in a
lump sum the then remaining balance in his/her DefeBenefit Account.
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ARTICLE X
MISCELLANEOUS

Section 10.0Unsecured General Creditor.Participants and their Beneficiaries shall havéegal or equitable rights, interest or claims ity @anoperty or assets of the
Company, nor shall they be Beneficiaries of, orehawy rights, claims or interests in any life imswre policies, annuity contracts or the proceeeiefrom owned or which
may be acquired by the Company (“Policies”). Suohdies or other assets of the Company shall ndiddé under any trust for the benefit of Partictisaor their Beneficiaries
or held in any way as collateral security for thHilling of the obligations of the Company undéist Plan. Any and all of the Company’s assets aiities shall be, and
remain, the general, unpledged, unrestricted as§€@empany. Company’s obligation under the Plaalldie merely that of an unfunded and unsecurethjs® of the
Company to pay money in the future.

Section 10.0Ronassignability. Neither a Participant nor any other person shaletemy right to commute, sell, assign, transfexdge, anticipate, mortgage or otherwise
encumber, transfer hypothecate or convey in advahaetual receipt the amounts, if any, payableteder, or any part thereof, which are, and alitsgo which are,
expressly declared to be unassignable and nonféraihde. No part of the amounts payable shall,rgo@actual payment, be subject to seizure or sstcateon for the payment
of any debts, judgments, alimony or separate maamee owed by a Participant or any other persanbadransferable by operation of law in the ewsfrg Participans or an
other person’s bankruptcy or insolvency.

Section 10.0Protective Provisions.A Participant will cooperate with the Company byrfishing any and all information requested by tleen@any, in order to facilitate
the payment of benefits hereunder, and by takiog ghysical examinations as the Company may deesssary and taking such other action as may besgep by the
Company.
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As amended

February 26, 198
December 3, 198
January 28, 198
September 30, 19¢
September 28, 19¢
January 31, 199
September 26, 19¢
February 24, 199
October 27, 199
July 30, 1997
February 23, 200
December 3, 200
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Exhibit (12;

THE McGRAW-HILL COMPANIES, INC.
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Years Ended December 31,

2003 2002 2001 2000 1999
(In thousands of dollars)
Earnings
Earnings from continuing operations before incoemeexpense, and
cumulative change in accounting (net of taxes)j&j(d)(e) $1,113,67! $883,49: $606,44- $749,53: $685,47"
Fixed charges (1 72,41 76,09« 99,47: 92,09¢ 78,19¢
Capitalized interes — — — — —
Total Earnings $1,186,08 $959,58t $705,91¢ $841,63( $763,67¢
I I I I I

Fixed Charges(f

Interest expens $ 12,27 $ 25,00¢ $ 57,97¢ $ 56,43¢ $ 44,957
Portion of rental payments deemed to be inte 60,13¢ 51,09( 41,49¢ 35,66¢ 33,24¢
Total Fixed Charge $ 72,41 $ 76,09¢ $ 99,47: $ 92,09¢ $ 78,19¢

I I I I I

Ratio of Earnings to Fixed chargt
Earnings from operations before income tax expensaulative
adjustment, (net of taxes) (a)(b)(c)(d)(e 16.4x 12.€x 7.1x 9.1x 9.8x

(a) 2003 includes a $131.3 million |-tax gain on the sale of 45% interest of k-McGraw, Inc., 1221 Buildinc
(b) 2002 includes a $14.5 million [-tax loss on the sale of MMS Internatior

(c) 2001 includes a $159.0 million provision for resturing and asset write-down, a $6.9 million pe-gain on the sale of real estate, a $8.8 milimtax gain on the
sale of DRI, and a $22.8 million |-tax charge for the wri-down of certain assets, the shutdowiBlue Listand the contribution of Rational Investc

(d) 2000 includes a $16.6 million [-tax gain on the sale of the Comp’s Tower Group International Divisio

(e) 1999 includes a $39.7 million f-tax gain on the sale of the Comp’s Petrochemical publicatior

(U) For purposes of computing the ratio of earnimgixed charges, “earnings from continuing operagibefore income tax expense” excludes undistribetpiity in
income of less than 50%-owned companies, prim#ngyCompany’s earnings in its 45% interest in RbttiGraw, Inc. The Rock-McGraw earnings over the fiast
years are as follows: 2003 $16.6 million; 2002 $18illion; 2001 $9.7 million; 2000 $9.9 million; drL999 $6.6 million. “Fixed charges” consist of {ijerest on

debt, and (2) the portion of the Company’s rentplemse deemed representative of the interest factental expense. As noted in footnote (a) thagany will not
have earnings from Ro-McGraw in 2004
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In a world ofconstant changejndividuals, institutions, markets and societidg tn The McGraw-Hill Companies to help move thesmfard.
Our ability to see, understand and anticipate ceamglerlies our commitment to bring value to owstomers and make a positive impact.

It is also the essential element in the continsingcess and constant focus of The McGraw-Hill Cargsain building value for our shareholders todag tomorrow.




FINANCIAL HIGHLIGHTS

*Includes a nonrecurring after-tax gain of $0.3@nfrthe sale of the Corporation’s equity interesRatk-McGraw, Inc.

tIncludes investments in prepublication costs, pases of property and equipment, and additionsdionology projects.

2

[dollars]

Five-Year Cumulative Tatal Retumn
[12/31/98-12/31/03]

[dallars in milliens]

[dallars]

Years ended December 31 (in millions, except g-share data) 2003 2002 % Change
Operating revenu $4,827.¢ $4,640.: 4.C
Net income 687.7 576.¢ 19.2
Diluted earnings per sha 3.58* 2.9¢ 20.¢
Dividends per share of common stc—

$0.27 per quarter in 2003 and $0.255 in 2 1.0¢ 1.0z 5.¢
Total asset $5,394.: $5,032.: 7.2
Capital expenditures 361.1 374.¢ -3.7
Total debt 26.2 578.1 —95.t
Shareholder equity 2,557.: 2,165.¢ 18.1




CONSTANT PERFORMANCE
HAROLD MCGRAW Ill Chairman, President and CEO

“In 2003, as they have for generations, osta@mers turned to the talented and dedicated mgmvamen of The McGraw-Hill Companies for the ingighd analysis they
need to move ahead during times of uncertaintyciiacge.”




TO OUR SHAREHOLDERS:

Through booms and busts and rebirths, thrakgipromise of peace and the threat of terrorisdhwear, through the endless changes that transfatiars, institutions and
people, the mission and commitment of The McGraW-Ethmpanies stand constant.

Our mission is to provide essential informatamd insight that help individuals, markets andettes perform to their potential. It is the sgémof this mission and the
depth of our commitment that allow us to performaryafter year, to the benefit of our customerssrateholders.

In the face of war in Iraq, persistent gedjai tension and a challenging economic environnethe United States, we continued to make atjp@simpact for customers,
and our balanced portfolio of businesses perforandidly, as it has for the past decade.

Constant change also means opportunity. Arildérarge and dynamic markets we serve, the depitpace of change have never been greater.
Securitization, privatization and disintermagatin are reshaping the world’s financial marketshee need for capital continues to grow;

Sweeping changes in education — from the @isecbnology to a sharper focus on results — anesfiorming learning and teaching at all levels &etrthe need for
knowledge and bring opportunity to all; and

A global market that is increasingly interdegent is driving demand for objective, reliableibess news and analysis that meets the need fomiation transparency to
improve decision-making.

Our businesses are aligned to meet these ggogiobal needs and to anticipate and adapt togihgreonditions.

In financial services, Standard & Poor’s esjaypreeminent position in the world’s financiatatecture as the leading provider of independeatysis and information on
the debt and equity markets. Our ongoing commitrteirhproving transparency facilitates the globepital-formation process.

McGraw-Hill Education is a leading providerexfucational materials to primary and secondargaishn the U.S. and continues to grow in higharaadion, where we are
also a leader. While there are different methodsmrove learning and teaching, the demand for ampment and accountability in education is wideagrand provides
exciting opportunities.

BusinessWeeik the world’s best-selling business magazine;amargy, aviation and construction information basses are major forces in their markets; and our
broadcast outlets are an essential fabric in thenwonities they serve.
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Our ability to leverage our leadership positido drive and capitalize on change, together thighsteadiness of our vision in a dynamic busieesgonment, has produced
a consistent track record of growth that continime2003.

Net income rose by 19.2% to $687.7 million.
Operating margins reached 23%.
Revenue rose to an all-time high of $4.83dill

For the year, total return to shareholderssiased 17.7%. Our annualized compounded totalrédushareholders has increased by an average@#olannually over the
last 10 years, exceeding the 11.1% annualizedrretuthe S&P 500 and the 14.6% gain of our proxgrggoup.

Our record of growth also includes consisteateases in dividend payments and our ongoingesteggurchase program, which highlight our commithiertotal
shareholder value.

In January 2004, our Board of Directors apprbthe 31st consecutive annual increase in The BMeddill Companies’ stock dividend. The new rate$af20 per share, an
increase of 11.1%, represents a compounded aniviggnd growth rate of 10.4% since 1974. And fob20we’ve expanded our share-repurchase programcadimbination
of dividends paid and share repurchases has retartetal of $2.5 billion to shareholders over s eight years.

CHANGING PROSPECTS, CONSTANT FOCUS
We remain keenly focused on using our streqnitcapitalize on the significant growth opportigs that exist in each of our markets.

Standard & Poor’s ability to anticipate andli@s$s the changes transforming the financial mad@ttinues to drive its growth, while also enabpliirto diversify its revenue
base by developing new products and services foraustomers in new regions.

One of the most significant of these changeké growing focus on credit risk. Securitizatiajch allows institutions to use their assets neffeeiently, has become
standard practice in the U.S. It has also growrstsuttially in Europe and parts of Asia. As a redoternational markets now account for more thae-third of our ratings
revenue, with the potential to climb even highendAhe greater focus on credit risk also contirtodsel the development of nontraditional ratingsl @ervices, such as Bank
Loan Ratings and Counterparty Credit Ratings, wihickay represent more than 20% of total ratingsmee.

Standard & Poor’s indexes continue to growinageases in the range and type of investmentleshcarrying our brand demonstrate the changipetitp of investors for
index-based investments. Assets under managemeBkéhange-Traded Funds (ETFs) linked to S&P’s xederose to $79.8 billion in 2003, up 26%. HaladfU.S.-equity
ETFs are based on S&P indexes.




In the equity markets, profound changes asbaping the way financial institutions provide @sh to their customers. As the largest indepeneguity research firm in tt
world, Standard & Poor’s is ideally suited to met growing need for objective analysis and opinion

Anticipating the changing performance requieets for U.S. school systems, Standard & Poor'®8idBvaluation Services (SES) analyzes acadenmanéial and
demographic indicators to enable better decisigrallbeducation stakeholders. Last year, SES wasded a significant contract to help develop a \8leh
www.schoolresults.org, with assessment data fds@btates — the largest database of informatioedutation ever made available to the public.

McGraw-Hill Education is also helping to dritlee transformation of education, both in the W& abroad.

One of the most significant aspects of ttas$formation involves the use of technology to eshéhe learning and teaching experience. Our Higdecation, Profession
and International Group's efforts in this area bbegaveral years ago in college classrooms, andhtey enabled us to build market share by draniigticereasing the value
proposition we offer to instructors and studentswinline tools enable instructors to teach mofecéfely and efficiently by customizing contertigly also provide a more
active learning environment for students by bro&ugaccess to educational resources beyond textbook

Now we are extending this expertise to théyedrildhood, primary and secondary school markets.our School Education Group, this means not ovdorporating
multimedia tools throughout our offerings, but afleveloping new ways to connect students, teacretparents.

While the pre-K-to-12th-grade market opportymiill not be robust in 2004, the long-term tremdmain strong, and 2005 will be the first of sevéig buying years
nationwide. The federal No Child Left Behind Acaigsed in 2001, continues to have a significant @npa the education marketplace, including new rfgidending to states
for reading programs that provide the educatiooahtiation for children. Moreover, the Act’s accability provisions have created widespread oppdtiesifor our testing
and assessment offerings.

To best address the needs of the educatioketpdaice, especially the urban centers most in néedpport, we created a new unit, McGraw-Hill tréag, to enhance our
ability to provide the most effective educationaltarials. In so doing, we hope to deepen our mlahips with educators and administrators serviiliipns of children in
urban markets.

Our Information and Media Services (IMS) besises are well positioned to meet the changingsnefettie customers they serBisinessWeekconstantly focused on
providing relevant, timely insight and unmatchedaéhl quality, celebrates its 75th anniversarig tyear. It does so with a redesigned look andvadigital edition that will
help propel it forward in 2004.
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Cost-containment efforts have softened theairhpf a difficult advertising market for our IMSisinesses, which also include our broadcast statiod our energy,
construction and aviation franchises. Each is pedlitioned to grow as the economy improves. Thesibsses are all vital in their respective markats have adapted to
changing market conditions by using technologyr&ate new opportunities for growth.

CONSTANT CHANGE
We enter 2004 with the expectation that theepe change will only accelerate and that the seddhe individuals, markets and societies weeern¥ continue to evolve.

The ability to interpret and respond to chahge been a hallmark of The McGraw-Hill Companiasesits founding 116 years ago during the indaktgvolution. While
we adjust to change, we remain true to our missbur.commitment to independence, integrity anchfggs runs throughout the organization.

| am proud of the wisdom and experience predidy our Board of Directors, which continues takveffectively on behalf of our shareholders. |esplly want to
acknowledge the contributions of Vartan Gregorigho will retire in 2004 following 14 years of disguished service. His intellect and insight haverbenormously valuable
to me, to the Board and to the management team.

In 2003, as they have for generations, outorners turned to the talented and dedicated memvanten of The McGraw-Hill Companies for the insigimd analysis they
need to move ahead during times of uncertaintyciiacge.

Our enthusiasm and optimism reflect our lesldiprpositions, our record of success and, moatl,obur confidence in the diverse talents andethermous energy of our
employees. They enable us not only to adapt togiasut also to thrive amidst it.

And they do so constantly.

Sincerely,

,ﬁ,ei&,»g s

HAROLD MCGRAW llI
February 25, 2004







finance market is creating ne .
new technigues to manage risk and new asset classes in
which tairvest, But the rapid growth of new typas
of firancialinstruments also brings new challenges.
Standard & Poor's is respanding by building onits markst
leadership as the world's foremast provider of
independent credit ratings and risk evaluation.

In 2003, Standard & Poor's lunched Credhe Rk Tre .
acomprehensive credit-modeling and informatian service
covening some 500,000 private Eurcpean companies.
The new service, which marks a milestane in assessing
the creditworthiness of such firms, enables firancial
institutions to better evaluate cradit risk, theraky
improving efficiency inthe €10 trillion private-company
lending market. It also fadilitates further growthin the
structurad finance markst by erabling the securitization
of more private laans. In so daing, it enhances private
companies’ access to capital, which promotes imeestment
that creates new opportunities, new facilities and
new jabs.
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where learning materiak are awailable not just enline,
bt From amywhers that affers wireless accass:
whore the professcr poses a question and students
respond using their wireless handheld devices; where
instructors send course updates via text messages
to cell phones, and students begin research
instantaneouskhy.

It's a dassroom that's here today, courtesy of
MicGraw - Hill Edocation's pioneering efforts to integrate
technology and content in new ways. FogeCier, our
online course-management toal, averages 1 million
hits per day. And GrodeSommt, curWeb-basad
diagnostic and sssessment tool, bas boen expandad
ta cover 13 academic dsciplines.

Students, parents, emiployers and em ployees know
that today’s ecanomy requires an educated workforce
That'swhy the need — and the demand — for higher
oducation and professioral development has never
besn graater.
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of cur offerings.

Today's economies, markets and socleties are
increasing in complexity, even as they become more
intertwined. Sweeping trends are bringing changes ta how
businesses operate, markets function, investors allocate
capital and palicymakers govern. And they're driving
worldwide demand for trusted, relevant and timely
analysis and information. More and more people are
turning to The McGraw-Hill Companies for insight. They
choose us for the reach of our coverage, the depth of our
knowledge, the quality of our analysis and the inteqrity

Those strengths are apparent in Businessideek’s new
digital edition — and its status as the world's best-selling
business magazine, with a circulation of approximately
1.2 million and 5.6 million readers each week. And they're
apparent when three Business\Veek reporters receive the
2003 George Polk Award for business writing, when an
Aviation Week editor is named Aerospace Journalist of the
Decade, when Architec tural Record receives a coveted
Mational Magazine Award for General Excellence, and
when KMGH, our Denver-based television station, is
henored for its coverage of scandal at the LS. Air Force
Acadermy with an Alfred |. duPont -Columbia University
award, the most prestigious prize in broadcast journalism.
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Muore emphasis on proven educational materials
and new technologies to improve leaming. Wore
accountability to messure how effectively education
funding is spent. More foos cn early-childhcad leaming,
an education in urban areas, on leaving no chid behind.
These attitudes are creating an education market inwhich
| all students must be equipped with the knowledge and
=kilk needed to succesd in a rapidly changing world.

As aleading provider of pre-K-ta-12th-grade
educational materialz, M cGraw - Hill Education i set on
improving the ways students learn and teachers teach.

In 2003, Yeary Progress fro Mot the only mathematics-
curriculum-based measurement tocl that enables
elementary school teachers touse the Intemet ta improve
- student perfarmance, was expanded to grades 7 and 8;

| it's currently being used by 120,000 students in

11 states. CTRY McGraw -Hill, the leader ineducational
testing, added more content aress toits -k now online
aszezsment systemand introduced asseszments tailored
to state standards. And cur proven Cpen Court Beading
program has been enhanced with a suite of tools, including
| student assessment, professional development and

| a multimedia leaming pregram called Orine 7 5
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|| trmmsformation of industries and professions creates

. theability to anticipste those changes and seize

Winner or loser? Leader or [aggard? The continuing

plenty of bath. In the aviation, censtruction and energy
industries, and across all bueinesses, powerful forces are
driving change, including competition from new entrants,
consolidation among former rivals and the development
of new technologies. Survival depends on adapting to
constantly changing market conditions; auccess requires

opportunities as they arizse

We're focused on helping cur customers ravigate these
changes. The MoGrow - Hill Comstruction Network,
launched in 2003, connects people, projects and product s
by integrating information and intelligence online, creating
new business cpportunities for our customers. Platts, the
leader n providing infermation and analytical baals to the
energy business, continues to foster greater price trans-
parency to areate a level playing fiel. Hatts also offers
solutions suchas POWERAop, which enables customers to
identify potential problems in the energy grid before they
accur, For medical professionals, cur accessmedicine.com
portal provides easy access to authoritative nformation,
and a new application helps physiciars, using FCAs, meke
diagnozes at the point of care.
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It’s a ramiliar list: a new house for a growing family,
savings for a child's college tuition, retirement planning.
And it's unfamiliar ground; anticipating changing needs is
adaunting challenge. The nead for financial transparency
and investment advice has never been greater. And with
our established reputation for independence, demand
cantinues to grow for Standard & Poor s equity research
and index services.

Standard & Poor's is the lamest independent equity
reszarch firm in the world. Cver the last 17 years,

S&P's 5-5TARS recommendations have outperformed
the S&P 500 by more than 7% on an average annualized
basis. Cur global netweork of analysts also offers in-depth
reports on more than 15,000 LS. mutual funds and
pravides access to performance data on nearly 80,000
imvestrment funds globally. In 2003, we added the
fast-growing managed accounts market to our universe
of coverage.

In 2003, Standard & Poor's also added a family of
benchmark indexes — now called the S&P/ Citibank Global
Equity Indices — to its market-leading lineup. S&P indexes
are linked to more than $1 trilion traded in mutual funds,
Exchange -Traded Funds and other investment vehicles.
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Left: Pictured with Chairman Harold McGraw |l a@hairman Emeritus Harold W. McGraw, Jr. (seated)the 2003 Harold W. McGraw, Jr. Prize in Educatidnners (left
to right): Kati Haycock, Director, The Educationust; Mark Edwards, Superintendent, Henrico Countlylie Schools, Virginia; and Carol Twigg, Executib@ector, Center
for Academic Transformation, Rensselaer Polytechmstitute. Right: Employees volunteer at the sé¢isopplies drive the Corporation sponsors everyustigo benefit
children living in central Ohio homeless shelters.

CHANGING COMMUNITIES, CONSTANT COMMITMENT

The McGraw-Hill Companies is committed to hetppeople around the world learn, grow, acquine skills, better their lives and, in doing so, ketheir communities.
This commitment to corporate citizenship has bekalimark of The McGraw-Hill Companies since it waanded in 1888.

We strive to meet the changing needs of eanoimwinity by encouraging our employees to voluntegmaking grants to organizations around the wtivéd share our
goals, and through in-kind giving. The Corporatwas ranked fifth among all companies in the S&P 00n-kind giving inBusinessWeek 2003 Corporate Philanthropy

special report.

Drawing upon our expertise in the financialéees, education and business information mariteésCorporation continues to expand its philargirdéocus on financial
literacy. Financial literacy provides the foundatfor saving and investing wisely. It is the bésisthe responsible use of credit and money anani@king informed financial
decisions that can create opportunities for ouiilfasand our future.

For the past 16 years, the Corporation hasdrdathe prestigious Harold W. McGraw, Jr. Priz&ducation to remarkable individuals who have cottedithemselves to
improving education in this
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Left: Chairman Harold McGraw Il delivered the keja address at the Council of Urban Boards of Etitutc@onference in Charlotte, N.C., focusing onthallenges of
improving performance. McGraw-Hill Education sporexbthe conference.

Right: Six crews from The McGraWill Companies participated in the annual DragoraBRace on the Thames in London, raising fundsdoreational water activities for t
local community.

country. The Prize was established in 1988 to htimetifelong commitment of our chairman emeritogtucation and to mark the Corporation’s 100thaansary.

The McGraw-Hill Companies’ commitment to coraie citizenship extends beyond our philanthropguoinvolvement in public affairs. In 2003, we \ed with
policymakers around the world to enhance the chnfiat business growth and to enable our busineiss tonmore effectively serve their customers. &ppointment in 2003
Harold McGraw Il as chairman of the Business Rdahte’s International Trade and Investment Taslkc&qrovides new opportunities to shape the viewbepublic and
policymakers on the importance of trade and glelbglagement to economic growth.

In addition, we worked to assure our custoreéisur continued ability to protect the privacypsrsonal data they provide to us, and we advocdtedg intellectual
property protections to help ensure that the edurat material and business information our cust@meceive is genuine, not an illegally piratedycop
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CHANGING ENVIRONMENTS, CONSTANT GROWTH

For more than a century, The McGraw-Hill Comiga has been a constant source of essential iafanmin the changing markets it serves. The Ceatpan is aligned
around three powerful and enduring forces essemwtietonomic growth worldwide: the need for capitaé need for knowledge and the need for transpgréhe McGraw-
Hill Companies has built strong businesses withitegamarket positions in financial services, edioratind business information to meet these needs.

H.,._ L ]
Y ardaumy In'jillﬁ-s,

e Change,

MM‘%

L"‘-"“:im
m

www.mcgraw-hill.com

McGRAW -HILL FINANCIAL SERVICES

Standard & Poor’s is the world’s foremost provider of independentditreatings, indexes, risk evaluation, investmesearch and valuations. An essential part of the
global financial infrastructure, Standard & Podr&s played a leading role for more than 140 yeapsadviding investors with the independent benctksaisiney need to feel
more confident about their investment and finandedisions.

Standard & Poor’s has the world’s largest mekwof credit ratings professionals. It providesmas services for a wide array of credit obligatipincluding corporate and
municipal bonds, asset- and mortgage-backed sesjsbvereign governments and bank loans. It@isades evaluation services for risk managemedtcaeadit
performance, as well as performance evaluatioricesfor corporate governance and schools.

Standard & Poor’s is also a leading providendependent equity and funds research, finarotiaimentary, corporate data, investment advice ealdtime market data to
investment managers and advisors. In additiorgvetbps and manages benchmark indexes known thoatgie world, including the S&P 500 Index, the S&Pbal 1200
Index and many others.

In the U.S., Standard & Poor’s is a leadgrioviding valuation and value analysis for finamceporting, tax, business combinations, corporaséructuring, capital
allocation and capital structure purposes.

www.standardandpoors.com
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AT A GLANCE

McGRAW -HILL EDUCATION

McGraw-Hill Education is a global leader in education and professiorfafimation. The Corporation has built its educatilivision into a powerhouse covering virtually
every aspect of the market from pre-K to professidearning. It has two core units:

School Education Group is a leader in the pr8-K-to-12th-grade market. Providing educaticarad professional development materials in any fortha groups imprints
include SRA/McGraw-Hill, Wright Group/McGraw-HilMacmillan/McGraw-Hill and Glencoe/McGraw- Hill. Theation’s leader in testing and assessment, CTBHseG
Hill, is also part of this group.

Higher Education, Professional, and Intermatldroup is the leading technological innovatothie field, offering esooks, online tutoring, customized course Web site
subscription services, as well as traditional malkgrto the higher education market. Professiopafations focus on professional, reference antk tpaiblishing for medical,

business, engineering and other professions. latiemal operations cover markets worldwide withelcdeveloped materials as well as English-languagterials. McGraw-
Hill Education is a leading American publisher giaBish-language educational materials for the Latirerican and European markets.

www.mheducation.com
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AT A GLANCE
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McGRAW -HILL INFORMATION AND MEDIA SERVICES

These market-leading brands provide infornrmatiusiness intelligence and solutions that busingsvernment and professionals worldwide userfne competitive in
their fields and in the global economy.

TheBusiness-to-Business Groumcludes:

BusinessWeekthe world’s best-selling business magazine witireulation of nearly 1.2 million and 5.6 millioeaders worldwide each week. The franchise aldodes
BusinessWeek OnlitandBusinessWeek Television. www.businessweek.com

Platts, the world’s largest energy informataond services provider, serving the electricityture gas, oil, oil shipping, coal, nuclear enenggtrochemicals and metals
marketswww.platts.com

McGraw-Hill Construction, which connects peapbrojects and products across the design andraotisn industry www.construction.com
Aviation Week, the largest multimedia inforimoat provider to the aviation and aerospace industwyw.AviationNow.com
Healthcare Information, a provider of clifiead business intelligence and marketing servicelse healthcare industryeww.mcgraw-hill.com/healthcare

TheBroadcasting Group consists of ABC-affiliated television stations imlgrsfield, Calif. (KERO); Denver, Colo. (KMGH);dmanapolis, Ind. (WRTV); and San Diego,
Calif. (KGTV). www.mcgraw-hill.com/broadcast
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FINANCIAL CHARTS

OPERATING PROFIT BY SEGMENT
[dollars in millions]
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Includes the following items:

All years have been restated to exclude discondruperations
as a result of the disposition of ComStock andplhened
disposition of the Landoll, Frank Schaffer and tedbjuvenile
retail businesses.

2002 Loss on the sale of MMS International
2001 Restructuring and asset write-down
Gain on the sale of DRI

Write-down of certain assets, contribotad
Rational Investors and the shutdofBlue List

OPERATING REVENUE BY SEGMENT
[dollars in millions]

§773
809
ssacmm l l
$1,556 51,769
$1,398 '
§2,230 $2,275 52,286
01 02 03

All years have been restated to exclude discontirygerations as a
result of the disposition of ComStock and the p&hdisposition of
the Landoll, Frank Schaffer and related juvenikaitdusinesses.

CAPITAL EXPENDITURES BY SEGMENT
[dollars in millions]
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Includes investments in prepublication costs, pasels of property
and equipment, and additions to technology projects

M (nformation and Media Services ™ Financial Services ] McGraw-Hill Education
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MANAGEMENT'S DISCUSSION AR ANALYSIS
Over view of 2003 and Outlook

In 2003, the Company achieved growth in revenueiacmme from operations despite continued diffico#irket conditions for some of its businesses. Raggrowth of 4.09
outpaced a 3.3% increase in expenses. The dadlamadakened considerably against several currerveigsh contributed to year over year growth ineewve and income fro
continuing operations by $55.5 million and $19.4liom, respectively. The Financial Services segnveas a key growth driver this year as segment newemd operating
profit grew 13.7% and 19.0%, respectively.

Growth in the Financial Services segment was drbiera strong mix that include
. Growth in structured finance and corporate finarategs which reflect favorable market conditioingluding a continued low interest rate environm

. Strong growth internationally, particularly structured finance, as international issuers havieraced securitization as a source of funding. &sees activity now
produces 28.8% of total Financial Services rever

. Growth in bank loan ratings, counterparty credings and global infrastructure rating

Results for the McGraw-Hill Education segment waightly below the prior year as revenues remaitetcand operating profit declined by 3.4%. Econornnditions
continued to adversely affect the School EducaBooup’s markets. In the Texas social studies adopthe yeas largest sales opportunity, the Group led all oetitipn with
its strong lineup of print and multimedia produftsgrades six through twelve but did not achieemparable success in the smaller, kindergarteughrdifth grade portion
of the adoption. In the open territory states,ifegket-leading alternative basal progra@pen Court ReadingndEveryday Mathematicsadded substantially to their
customer bases with new adoptions in major urbstniclis. The School Education Group experiencediggowth in the custom assessment market, asedatation officials
began to expand their testing programs in accoeaiith the requirements of the No Child Left Behihdt, but those gains were partially offset by #w’s depressive effect
on sales of standardized test products to localddfistricts. The majority of federal Reading Eftends reached the market late in the year andaHauited impact on 2003,
although the Group’s research-based programs @ptusignificant share of the allocations that vegrent on instructional materials. More federdingsand Reading First
funds will be available in 2004. Despite the furgdproblems of the last few years, improving edweatias remained a top priority with the Americabluand with
politicians at all levels of government.

The Higher Education, Professional and Internati@raup experienced revenue growth of 1.5%. The keGHill Companies continues to improve its positin education
by growing its college and university business,l&est cyclical part of that market.

In 2003, the Information and Media Services segroentinued to be impacted by the soft advertisirmgkat. However, cost containment continues to peaity in this
segment.

In 2003 and the beginning of 2004, the Companyadisg of the following businesses and investmeiatsrtt longer fit its strategic plans:

. S&P ComsStockin February 2003, the Company divested S&P ComSfGamStock), the real-time market data unit of Eiveancial Services segment. The sale
resulted in a $56.8 million after-tax gain or 3@seper diluted share, and an $87.0 million pregfaix, which is reflected as a discontinued openatin the income
statement. ComStock was formerly part of the Fir@r&ervices segment. The disposition and restilegperations for the period contributed $87.5 millipre-tax and
$57.2 million afte-tax or 30 cents per diluted sha

The divestiture of ComStock is consistent with Ficial Services’ strategy of directing resourcethtise businesses which have the best opportutiti@shieve both
significant financial growth and market leadersfiipe divestiture enables Financial Services togogreater focus to the overall objective for theedovestment services
business, which is to
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strengthen its position as the world’s leading mer of independent investment research, analgiais, and products for investment managers and@dvis

. Rocl-McGraw, Inc. equity investmertfionsistent with the Company’s strategy to diresbteces to growth opportunities in each of its besses, in December 2003,
the Company sold its 45% equity investment in RbldGraw, Inc. The Company will remain an anchor tera what will continue to be known as The McGrdit-
Companies Building and will continue to lease sgaoem Rock-McGraw, Inc. under an existing leasedpproximately 16 years. Currently, the Compangdsa
approximately 18% of the building space. The léad®ing accounted for as an operating lease. FEingdction was valued at $450.0 million, includisgumed debt.
Proceeds from the disposition were $382.1 millibime sale resulted in a pre-tax gain of $131.3 amillind an after-tax benefit of $58.4 million, or&ts per diluted
share in 2003. Pursuant to sale-leaseback accgumniies, a gain of approximately $212.3 million 2613 million after-tax) was deferred and will beatized over the
remaining lease term as a reduction in rent expé?®rser to the sale the Company received a dividegfi$lL03.5 million from Rock-McGraw in connectiontiwthe
conversion of the latter into a REIT in accordandth the plans of the purchaser of the Comy's interest and the continuing partner in the jearture company

. Landoll, Frank Schaffer and related juvenile refailblishing businesses (juvenile retail publishinginess)In January 2004, the Company sold the juvenilelreta
publishing business, part of the McGraw-Hill Edueatsegment’s School Education Group. The juvertail publishing business produced consuorénted learnin
products for sale through educational dealers, mmesshandisers, bookstores and e-commerce. Asili oéshis planned disposition, as of DecemberZ13, in
accordance with Statement of Financial Accountitap8ards (SFAS) No. 144, “Accounting for the Impent or Disposal of Long-Lived Assets,” the Company
reviewed the carrying value of the juvenile refiblishing business net assets and adjusted tressets to their fair market value less cost to Aetordingly, during
the fourth quarter, the Company recognized impaits&o the carrying value of the juvenile retaibfishing business net assets of approximately $6ll8n
($54.1 million net of tax), or 28 cents per dilutgthre in 2003. Approximately $70.1 million of tichiarge was a write-off of goodwill and intangibl&be lower tax
rate on the loss from the sale of the juvenileirptzblishing business in comparison to the Compamprmal effective tax rate is due to certain goticwgsociated witl
the business that had no tax basis. This had nadtrgn the Compar's effective tax rate as the juvenile retail pubhighbusiness is reflected in discontinued operat

As a result of the Company'’s planned dispositif the juvenile retail publishing business, @Gwmpany reflected the results of these businessdseontinued operations
for all periods presented. The planned dispostiod results of operations for the period resulted lioss of $81.1 million, $57.3 million after-tat, 30 cents per diluted share.
Accordingly, all income statement categories presgexcept for discontinued operations) have bestated to exclude amounts associated with trenjlesretail publishing
business.

These businesses were selected for divestatutiey no longer fit within the Company’s stratggans. The market was considered to have linfitéure growth potential,
possessed unique sales channels, had low profginsaand would have required significant investmerdchieve a limited growth potential.

Proceeds from these dispositions will be regted as part of the Company’s acquisition growtitesyy and to meet general operating cash reqeinesn
In 2004, although projecting a soft adopti@alyin the K-12 market, the Company is encouragettid evidence of economic recovery
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and has identified growth opportunities in key netsk The Company plans to focus its efforts orfehewing growth strategies:

. Continue to expand the Compi’s operations overseas, primarily in Financial Ssw,

. Expand and refine the use of technology in all segmto improve performance and market penetre
. Leverage existing capabilities into new servic

. Continue to make selective acquisitions that complat the Compar's existing business capabiliti¢

In addition to the above strategies the Compaiii continue its efforts to control costs anceuschnology to improve productivity. As a resulacsoft adoption market and
growth in interest rates, the Company projectsimedrom continuing operations to increase in thd-toihigh single digits in 2004, without the re@mce of the 30 cent
benefit from the sale of the equity in Rock-McGrdmg. However, there can be no assurance that ehgp@ny will achieve success implementing any ormaare of its
strategies.

Critical Accounting Policies

The Company’s discussion and analysis of its fifreondition and results of operations is baseahuhe Company’s consolidated financial statememitéch have been
prepared in accordance with accounting principkrsegally accepted in the United States. The préiparaf these financial statements requires the @aomg to make estimat
and judgments that affect the reported amountss#ta, liabilities, revenues and expenses, anttdethsclosure of contingent assets and liabilities

On an ongoing basis, the Company evaluatesiisiates and assumptions, including those retateglenue recognition, allowance for doubtful@aeus and sales returns,
valuation of inventories, prepublication costsuadion of long-lived assets, goodwill and otheaimgible assets, pension plan assumptions and intaoras. The Company
bases its estimates on historical experience anédous other assumptions that it believes todasonable under the circumstances, the resulthiohviorm the basis for
making judgments about the carrying values of asmed liabilities that cannot readily be determifrech other sources. There can be no assurancadha! results will not
differ from those estimates.

The Company believes the following criticat@aonting policies require it to make significantdgments and estimates in the preparation of itsaatated financial
statements:

Revenue recognition:Revenue is recognized when goods are shipped torass or services are rendered. Units whose revisnprincipally from service contracts record
revenue as earned. Revenue relating to agreenhetsrovide for more than one service is recognizsed upon the relative fair value to the custasheach service
component and as each component is earned. lathealue to the customer for each service is hgaiively determinable, revenue is recorded asuresl and recognized
ratably over the service period. Fair value is deieed for each service component through a bitisnaanalysis that relies upon the pricing of sanitash arrangements that
are not part of the multi-element arrangement. Aiilsiag revenue is recognized when the page iorithe spot is aired. Subscription income is recgmhover the related
subscription period.

Product revenue comprises the revenue fronMit@raw-Hill Education segment and the circulatitemenue from the Information and Media Servicesrsayg, and
represents educational products, primarily bookd,raagazines. Service revenue represents the rewéitine Financial Services segment and remairgagnue of the
Information and Media Services segment which regmssinformation-related services and advertising.

Unearned revenue was $595.4 million and $588ln as of December 31, 2003 and 2002, respelsti The increase was primarily attributable te Einancial Services
segment’s ratings products.

During 2003, the Company adopted the Emertisges Task Force consensus EITF No. 00-21, “Adaogifor Revenue Relationships with Multiple Deliables.” As a
result, the Company changed its method of accogfitinmultiple deliverables. This
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change did not materially impact the consolidatedrfcial statements.

For the years ended December 31, 2003, 2002@®11, no significant changes have been madestaritierlying assumptions related to estimatesvafimee or the
methodologies applied.

Allowance for doubtful accounts and sales returnsThe accounts receivable reserve methodology isdbasdistorical analysis and a review of outstagdialances. The
impact on operating profit for a one percentagapciange in the allowance for doubtful accountli8.0 million. A significant estimate in the Mc@rHill Education
segment, and particularly within the Higher EdumatiProfessional and International Group, is th@xgnce for sales returns, which is based on tbfi¢al rate of return ar
current market conditions. Should the estimateherHigher Education, Professional and Internati@raup vary by one-percentage point, it would haaeapproximate
$10.0 million impact on operating profit.

For the years ended December 31, 2003, 2002601, management made no material changesasstsnptions regarding the determination of thenalite for doubtful
accounts and sales returns.

Prepublication costs:Prepublication costs, principally outside prepamtosts, are amortized from the year of publicativer their estimated useful lives, one to fivange
using either an accelerated or straight-line metfib@é majority of the programs are amortized usin@ccelerated methodology. The Company periogliezthluates the
remaining lives, which are sometimes dependent ppogram acceptance by state adoption authoritidsecoverability of such costs, based on expaateliscounted cash
flows.

For the year ended December 31, 2003, pregattdn amortization expense was $282.5 millionresenting 14.1% of consolidated operating relatgeteses and 14.4%
the McGraw-Hill Education segment’s total expensethe annual prepublication amortization varigddme percentage point, the consolidated amorbzakpense would
have increased by approximately $3.0 million.

For the years ended December 31, 2003, 2002@®11, no significant changes have been madeetartiortization rates applied to prepublication £a$te underlying
assumptions related to estimates of amortizatich@methodology applied.

Valuation of inventories: Inventories are stated at the lower of cost (finsfirst-out) or market. A significant estimatetime McGrawHill Education segment is the reserve
inventory obsolescence. The reserve is based upoagement’'s assessment of the marketplace of pgeomtudemand as compared to the number of unitetly on hand.
Should the estimate for inventory obsolescenc¢hf@iCompany vary by one percentage point, it wbalde an approximate $4.6 million impact on operpfirofit.

For the years ended December 31, 2003, 2002@®1, management made no material changesasstamptions regarding the determination of theataln of
inventories.

Intangibles, goodwill and other long-lived assetsThe Company reviews long-lived assets, includirigrigible assets, and goodwill for impairment ankyuar sooner
whenever events or changes in circumstances irdibatcarrying amounts of such assets may notdoweeable. Upon such an occurrence, recoverabiitiiese assets is
determined as follows: Intangibles with indefinlitees are tested by comparing their carrying amstmtair value. Impairment within goodwill is tedtusing a two-step
method. The first step is to compare the fair valfithe reporting unit to its book value, includiggodwill. If the fair value of the unit is lessathits book value the second
step is taken. The Company then determines theethfdir value of goodwill by deducting the fairlua of the reporting unit’s net assets from the value of the reporting
unit. If the book value of goodwill is greater thismimplied fair value, the Company writes dowrodwill to its implied fair value. For long-lived ssts that are held for use,
the Company compares the forecasted undiscountezhsle flows to the carrying
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amount. If the long-lived asset is determined tabable to recover the carrying amount, then\trigten down to fair value. For long-lived assetdchfor sale, assets are
written down to fair value less costs to sell.

Fair value is determined based on discoursst 8ows, appraised values or management’s estindépending upon the nature of the assets.iatstg future cash
flows for the Company’s businesses, internal buslgetre used. The budgets were based on recentdsadefor existing products, planned timing of naneduct launches or
capital projects, and customer commitments reladetw and existing products. These budgets atdoded assumptions of future production volumesning of
products.

The Company performed its impairment assessoretong-lived assets, including intangible assets goodwill in accordance with the methods pibedrabove. The
Company concluded that no impairment existed, ithexception of the juvenile retail publishing imess, which was adjusted to fair value less aosetl, as a result of a
planned disposition and in accordance with the SR&S144, “Accounting for the Impairment or DispbefLong-Lived Assets” (see Note 2 in the Companifotes to the
Consolidated Financial Statements as of Decemhe2(B13).

Retirement plans and postretirement healthcare an@ther benefits: The Company’s pension plans and postretirementfibgrtens are accounted for using actuarial
valuations required by SFAS No. 87, “Employers’ Aanting for Pensions,” and SFAS No. 106, “Employ&ccounting for Postretirement Benefits Other THensions.”

The Company’s employee pension and other giretment benefit costs and obligations are depgnate assumptions concerning the outcome of fueuemts and
circumstances, including compensation increaseg-ferm return on pension plan assets, healthemtetrends, discount rates and other factors. terdening such
assumptions, the Company consults with outsideasietsi and other advisors where deemed approphiséecordance with relevant accounting standafa@sstual results diffe
from the Company’s assumptions, such differenceslaferred and amortized over the estimated futor&ing life of the plan participants. While the iBpany believes that
the assumptions used in these calculations aremabke, differences in actual experience or chaimgassumptions could affect the expenses anditiabirelated to the
Company’s pension and other postretirement benefits

Following is a discussion of some significassumptions that the Company makes in determiraats@nd obligations for pension and other postérant benefits:

. Discount rate assumptions are based on curremtsy@i higl-grade corporate lo-term bonds

. Salary growth assumptions are based on the Cor’s lon¢-term actual experience and future outlc

. Healthcare cost trend assumptions are based arib&tmarket data, the ne-term outlook and an assessment of likely -term trends

. Long-term return on pension plan assets is based oltalated markerelated value of assets, which recognizes chamgesiket value over five yeal

In 2003, for the purpose of determining netquéic pension expense, the Company used a retuplam assets assumption of 8.75%. The 2003 ressamption was
reduced from 9.5% on January 1, 2003, to reflagetoexpected returns on investments due to expéatederm market weakness. Additionally, effective Jagua 2003, th
Company changed its discount rate assumption aetitement plans to 6.75% from 7.25% utilized 002.

Effective January 1, 2004, the Company chariigediscount rate assumption on its retiremempla 6.25% from 6.75% in 2003. There was no chamgfee 2004
expected return on plan asset assumptions. Thet efféthese changes on pension income for 2004psated to be $12.8 million pre-tax, or 4 centsgikited share.
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Income taxes:The Company accounts for income taxes in accordaitbeSFAS No. 109, “Accounting for Income TaxeBéferred tax assets and liabilities are recognfae
the future tax consequences attributable to diffees between financial statement carrying amourggisting assets and liabilities and their respecdtax bases. Deferred tax
assets and liabilities are measured using enaekedites expected to apply to taxable income iryéaes in which those temporary differences areetqul to be recovered or
settled.

Management's judgment is required in deterngrthe Company’s provision for income taxes an@uet tax assets and liabilities. In calculating pinovision for income
taxes on an interim basis, the Company uses anastiof the annual effective tax rate based upetfiatis and circumstances known. The Company’'stfietax rate is
based on expected income, statutory tax rates emdgment differences between financial statemethtanreturn income applicable to the Company eérious
jurisdictions in which the Company operates. Sigaift judgment is required in determining the Cony's effective tax rate and in evaluating the Compsutgx position.
The Company establishes reserves when, desphielieS that the tax return positions are fully saggble, it believes that certain positions areliiko be challenged and it
may not succeed. The Company adjusts these resarligist of changing facts and circumstances. &fiective tax rate includes the impact of resemajsions and changes
to reserves that the Company considers appropAatear-end, the actual effective tax rate is elted based upon the actual results for the idbf year and taking into
consideration facts and circumstances known atgedr In determining the need for a valuation a#loee, the historical and projected financial penf@nce of the operation
recording a net deferred tax asset is considemtyakith any other pertinent information.

For the years ended December 31, 2003, 2002@®1, management made no material changesasstsmptions regarding the determination of theipimv for income
taxes. However, certain events could occur thatdvmaterially affect the Company’s estimates argliagtions regarding deferred taxes. Changes iewutax laws and
applicable enacted tax rates could affect the vainaf deferred tax assets and liabilities, thgrighpacting the Company’s income tax provision.

Management has discussed the developmentedextion of these critical accounting estimateslie Audit Committee of the Company’s Board ofddiors. The Audit
Committee has reviewed the Company’s disclosuggingl to them in this Management’s Discussion andlgsis.

Results of Operations

Consolidated Review

(in millions) 2003 2002 2001
Operating Revenu $4,827.¢ $4,640.: $4,474.¢
% Increast 4.C 3.7 6.7
Operating Profi $1,099.: $1,011.¢ $ 764.C
% Increase (Decreas 8.€ 32.4 (15.9)
% Operating Margit 23 22 17
Income from Continuing Operations Before

Taxes $1,130.: $ 897.¢ $ 616.1
Income from Continuing Operatio $ 687.¢ $ 572.( $ 377.%
(Loss)/Earnings on Discontinued Operatir $ (0.3 $ 48 $ (0.9
Net Income $ 687.7 $ 576.¢ $ 377.(C

I I I

Operating prdg income before taxes on income, interest egpeand corporate expense.
2003 Compared with 2002
The Segment Review that follows is incorporateéindyy reference.
Revenue and Earnings

Operating revenue increased 4.0%, or $187.7 mittiod4.8 billion, as compared to the prior yeareping profit of $1.1 billion increased 8.6%. Tie@enue and operating
profit increase is primarily attributable to growiththe Financial Services segment.
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Favorable foreign exchange rates contributed tgtbesth in operating revenue and income from cauitig operations by $55.5 million and $19.4 millisespectively.

Product revenue increased only slightly ta!$gllion as compared to the prior year, due tolitpeter adoption calendar. Product revenue corepribe revenue from the
McGraw- Hill Education segment and the circulatiemenue from the Information and Media Servicesrsayg, and represents educational products, priynaoibks and
magazines.

Service revenue increased to $2.4 billioninarease of 7.2%. Service revenue comprises trentevof the Financial Services segment and theinamgarevenue of the
Information and Media Services segment, and reptsseformationrelated services and advertising. The growth imisemevenue is attributable to the growth in tieaRcia
Services segment, primarily due to structured amgarate finance ratings.

In December 2003, the Company sold its 45%tgdéuestment in Rock-McGraw, Inc. The sale resdlin a pre-tax gain of $131.3 million and an after benefit of
$58.4 million, or 30 cents per diluted share in20Dhe impact from this transaction on the effeztiax rate for the year ended December 31, 20@8) iscrease of
2.1 percentage points. The higher rate of tax erRbck-McGraw, Inc. gain in comparison to the Comyp@normal effective tax rate reflects higher stigxes because of the
concentration of Rock-McGraw, Inc. in New York Ciursuant to sale-leaseback accounting rulesnaofapproximately $212.3 million ($126.3 milliafter tax) was
deferred and will be amortized over the remaingmgsk term as a reduction in rent expense. Sindedhmpany will maintain a significant presence ia treadquarters building
owned by Rock-McGraw, Inc., the sale-leasebaclksruteler SFAS No. 28 “Accounting For Sales with ledeks” apply, (see Note 14).

Other income increased $152.9 million to $&#illion from the prior year. Other income inclsde $131.3 million pre-tax gain on the dispositidtthe Company’s equity
investment in Rock-McGraw, Inc. in 2003 and a $IMillion pre-tax loss on the disposition of MMS émational in 2002.

Income from continuing operations was $687ilan, a $115.8 million increase over 2002. Exadddrom the results of continuing operations ageréisults of S&P
ComStock and Landoll, Frank Schaffer and relatediile retail publishing businesses (juvenile ftgtablishing business), which were disposed ofmtyiebruary 2003 and
January 2004, respectively, and are accountedsfdisgontinued operations. ComStock was part oFthancial Services segment. The juvenile retdilighing business was
part of the McGraw- Hill Education segment.

In September 2002, the Financial Services seguivested MMS International, which resulted ipre-tax loss of $14.5 million and an after-tax df@rof $2.0 million, 1
cent per diluted share. The variance between ta¢gxrloss on the sale of MMS International andatter-tax benefit is the result of previous boaktevdowns and the
inability of the Company to take a tax benefit fioe write-downs until the unit was sold. The impactthe effective tax rate for the year ended Dédmer31, 2002 from this
transaction is a reduction of 1.2 percentage poiriie divestiture of MMS International had a neifplig effect on current year results.

Operating Costs and Expenses
Total expenses increased only 3.3% in 2003 duegbapntainment activities.

Product operating related expenses weretftat 2 billion as compared with the prior year manity due to cost containment initiatives. Amortipa of prepublication cos
increased $5.4 million to $282.5 million in 200&rF2003, combined printing, paper and distribupoices for productelated manufacturing decreased by approximat&ye
or $8.6 million as a result of successful negatiagiwith suppliers combined with weak market caodg. A 1% decline in printing prices and a 4.7%lube in paper prices
more than offset an increase in distribution price$.9%. Combined paper, printing and distributamtumes declined approximately 9% in 2003 compavitd 2002.
Combined
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paper, printing and distribution expenses reprase4o of total operating related expense. Servyiegating related expenses increased only 3.2% phntue to cost
containment efforts at Information and Media Segsic

Selling and general product expenses incre2$8d because of technology spending. Selling @me@l service expenses increased 11.6% to $844i@mprimarily from
the growth of the Financial Services segment.

A significant portion of both operating andlisg and general expense is salary expense, wharkased approximately 2% to $1.3 billion primagk a result of merit
increases. Also contributing to the increase isdide in pension income from the Company’s U.Silifjed retirement plans of $26.6 million pre-tax,9 cents per diluted
share. The decline in the stock market performémcthe three years prior to 2003 negatively impedhe return on the Company’s pension assetstidddily, on January 1,
2003, the Company changed its discount rate assumn its retirement plans to 6.75% from 7.25%zed in 2002 and its return on assets assumptiét5% from 9.5%.

Depreciation expense was $82.8 million, a 4d&¢rease compared to prior year. Lower capitaidipg in the current and prior years contributethie decrease.
Amortization of intangibles decreased $3.3 million9.1%, due to certain balances becoming fullprized during the year.

In 2004, depreciation is expected to increesa result of the completion of the Company’s nensolidated facilities in London and a portiortleé Global Transformation
Project. In February 2001, the Company enteredadrmew lease for 20 Canada Square, Canary Whantdrg for 266,000 square feet. The facility, whigh be occupied in
2004, will house employees of the Company'’s finahsérvices and business information operatiom$éing Standard & Poas; which will consolidate its London operatit
previously housed in six separate facilities, alh asBusinessWeedknd Platts. The Global Transformation Project aulpport the McGraw-Hill Education segment’s global
growth objectives, provide technological enhancem@mstrengthen the infrastructure of managenrdatrnation and customeentric services, enable process and produ
improvements throughout the organization, and mwsiMcGraw-Hill Education to develop advanced digfiroducts as an emerging growth opportunity. Amation of
prepublication costs is expected to decrease id 28(a result of lower prepublication costs in negears due to cost saving initiatives and adoptiycles.

For 2004, combined printing, paper and distiin prices for product-related manufacturing expected to increase by approximately 0.8% or #8llfon. Printing prices
are expected to rise 1.0%. Overall paper priceisb@ilimited to a 0.4% increase due to the carrwérd impact of successful 2003 negotiations and{erm agreements in
place limiting increases for a major portion of ttgporation’s paper purchases. No increase isategén overall distribution prices due to succekségotiations with
publication international mail suppliers and flasgal rates in 2004. Merit increases for 2004 aplproximate 3.0%, unchanged from the prior yededtie January 1, 2004,
the Company changed its discount rate assumptiats eetirement plans to 6.25% from 6.75% in 20Di3ere is no change in the 2004 expected returfaim gsset
assumptions. The effect of these changes on peimgiome for 2004 is expected to be $12.8 millioe-fax, or 4 cents per diluted share.

Interest Expense

Interest expense decreased 68.5% to $7.1 millimm $22.5 million reported in the prior year. Théwary reasons for the decrease are the reducedgereebt outstanding
and the reduction in the average interest rat®082Average commercial paper levels decreased $@08.5 million in 2002 to $387.1 million in 200Bhe average interest
rate on commercial paper borrowings decreased @ in 2002 to 1.2% in 2003. Lower average del#lleaccounted for $9.9 million of the decreaseeMbwer average
interest rates account for $2.5 million.
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Interest income on higher domestic and foreign éas#ls represented most of the remaining redudtionterest expense.

Average interest rates on commercial papeaatieipated to rise from current levels in thes®thalf of 2004, but full year average rates areexpected to change
materially from those experienced in 2003.

Provision for Income Taxes

The provision for income taxes as a percent ofimedrom continuing operations before taxes was%®dr12003 and 36.3% in 2002. The 2003 rate reflgmsmpact of the
sale of the Company’s equity investment of Rock-@Gviw, Inc. in 2003 (2.1 percentage point increableg. 2002 rate reflects the impact of the divestinf MMS
International (1.2 percentage point reduction). 2884 effective tax rate is expected to be appreakefy 37.0%.

Income from Continuing Operations

Income from continuing operations was $687.8 millia $115.8 million increase over 2002. Excludednfthe results of continuing operations are thalte®f ComStock and
the juvenile retail publishing business, which weigposed of during February 2003 and January 2@8¢ectively, and are accounted for as discondirperations.
ComStock was part of the Financial Services segnidm juvenile retail publishing business was péthe McGraw-Hill Education segment.

Income/(Loss) from Discontinued Operations

Income/(loss) from discontinued operations forybar ended December 31, 2003 was $(0.1) millionpaoed to $4.8 million for the same period in 20D2e juvenile retail
publishing business generated revenue of approglsn&66.6 million and $82.1 million, and operatings of approximately $5.1 million and $1.2 million2003 and 2002,
respectively. ComStock generated revenue of apprately $11.1 million and $65.4 million, and opengtprofit of approximately $0.6 million and $8.9lloin in 2003 and
2002, respectively.

Net Income

Net income for the period increased $110.9 milbwer the prior year. Diluted earnings per sharesv#®.58 versus $2.96 in the prior ye
2002 Compared with 2001

The Segment Review that follows is incorporateéindyy reference.

Revenue and Earnings

Operating revenue for 2002 increased $165.6 milkoB.7% increase due to growth in the FinancialiSes segment and acquisitions. Operating prdéfftlo0 billion
increased 32.4% from 2001. Product revenue incde24é% to $2.4 billion as compared to the priorry&arvice revenue increased to $2.3 billion, &6ibcrease over the
prior year.

Excluded from these totals are the resulthefLandoll, Frank Shaffer and related juvenilaitgiublishing businesses (juvenile retail publghbusiness) which are
reported in discontinued operations on the incoragment, due to their planned disposition. Alsduded in discontinued operations is ComStock, tinas divested in
February 2003.

In September 2002, the Financial Services seguivested MMS International, which resulted ipre-tax loss of $14.5 million and an after-tax dfigrof $2.0 million, 1
cent per diluted share. The variance between ta¢gxrloss on the sale of MMS International andatter-tax benefit is the result of previous boaltevdowns and the
inability of the Company to take a tax benefit fioe writedowns until the unit was sold. The impaei the transaction on the effective tax ratetfier year ended
December 31, 2002 is a reduction of 1.2 percentaggs.

In the fourth quarter of 2001, the Companycamted a worldwide restructuring program that idefti the exiting of certain businesses, producslared markets in each of
the operating segments. As a result, the Compamyded a restructuring and asset impairment chafir§€59.0 million pre-tax ($112.0 million after-taor 57 cents per
diluted share).
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Employee severance and benefits costs amounteDt@ fillion pre-tax and were included in operatiatated expenses in 2001. Also included in opegatélated expenses
in 2001 were $92.8 million in asset impairment é&ssdn 2001, non-operating expenses related toestaucturing consisted of $36.0 million associat&tth the write-downs of
certain e-commerce and emerging technology invessnés of December 31, 2002, this restructuring w@mpleted.

The Company purchased Corporate Value Congul€VC) in August 2001, recorded in Financial $ss, and Financial Times Energy (FT Energy), ipt&eaber 2001,
recorded in Information and Media Services. In 2D@rporate Value Consulting (CVC) added $58.3iamllof incremental revenue to the Financial Sewisegment. FT
Energy contributed $28.2 million of incrementaleaue to Information and Media Services.

Beginning January 2002, in accordance withe®tant of Financial Accounting Standards No. 142AS No. 142), “Goodwill and Other Intangible Asséthe Company
no longer amortizes goodwill. In 2002, the impac6BAS No. 142 was $56.6 million pre-tax, or appnutely 18 cents per diluted earnings per share $&1.6 million pre-
tax, or approximately 16 cents per diluted sharémoame from continuing operations.

In May 2001, the Company divested DRI, whiebulted in a $26.3 million after-tax gain (13 cques diluted share, $8.8 million pretax), recoreéthin the Financial
Services segment. The variance between the prgaiaxecognized on the sale of DRI of $8.8 milland the after-tax benefit of $26.3 million is tlesult of previous book
write-downs and the inability of the Company todaktax benefit for the writdewns until the unit was sold. The impact on th@126ffective tax rate for this transaction wi
reduction of 3.4 percentage points. Also includedeét income in 2001 in the Financial Services sagmwas the write-down of certain assets, the siwtdf theBlue List
and the contribution of Rational Investors to mPow@nm in exchange for an equity position in tharminvestment advisory service for the retirenmaatket. The total char
for these items was $21.9 million after tax (11tsguer diluted share, $22.8 million pre-tax). Timpact on the 2001 effective tax rate from thesmastwas an increase of
1.3 percentage points due to the inability of tlwen@any to take a benefit for these write-downs.iNetme for 2001 also included $6.9 million pre;taxcents per diluted
share, related to a gain on the sale of real estate first quarter of 2001, which was recordedther income on the consolidated statement onirec

Other income in 2002 increased $8.6 millioe tluthe write-down of certain e-commerce and emgrgechnology investments in 2001 ($36.0 millioe-pax) partially
offset by the loss from the MMS International dispion ($14.5 million pre-tax).

Income from continuing operations before tasesncome was $897.4 million, a $281.3 millionrie&se over 2001. The 2002 and 2001 results haverbsgted to excluc
the results of ComStock and the juvenile retailljghing business’s results, which are now refleétediscontinued operations on the income statement

Operating Costs and Expenses

Total expenses decreased due to cost containmivitias in 2002, and the absence of goodwill anzatton and a restructuring charge, which wereudet! in 2001. In 2001,
operating related expenses included $123.0 mitisdated to the restructuring.

Product operating related expenses includedihortization of prepublication costs of $277.1liam and $236.6 million in 2002 and 2001, respesiyi. Product operating
related expense decreased slightly, primarily duspst savings initiatives offset by an increasthenamortization of prepublication costs. Sengperating related expense
declined 2.8%, primarily due to the impact of cemtings measures. In 2002 combined paper, priatiggdistribution prices for product-related mantifaog decreased by
approximately 3.6%, or $17.4 million. Successfyglier negotiations and weak conditions in the timin
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and paper marketplaces more than offset a 4.3%aserin distribution prices resulting from a midy2@02 increase from the U.S. Postal Service acetases from other air-
freight and trucking carriers. Combined paper, fimgnand distribution volumes declined 4% in 208Zampared with 2001. Combined paper, printingaisttibution expens
represents 23% of operating related expense.

Selling and general expense was flat in 2@0@ost savings initiatives benefited the Compamgd@ct selling and general expense increased $#idanrand service selling
and general expense decreased $8.0 million. Afgignt portion of both operating and selling ande@l expense is salary expense, which increaggdémately 5.1% to
$1.3 billion. Compensation increased primarily dueolume increases. Over the past several ydagight labor market caused most companies, ifmdLiihe McGraw-Hill
Companies, to enhance rewards and benefits in twastract top talent. During 2001, the econonmyveld, altering this previous trend. The slow ecopaontinued in 2002,
resulting in a continuation of the labor relatigragtern established in 2001. In 2002, the Compapegrenced a decrease in pension income from timep@oy’s U.S.
retirement plans of $2.3 million. Effective January2003, the Company changed its discount ratengston on its retirement plans to 6.75% from 7.25%zed in 2002. Th:
Company also changed its return on assets assumipt®&75% from 9.5% utilized in 2002.

Depreciation expense increased modestly, 26 Taver 2001, due to the completion of the majasftthe Manhattan Occupancy Project, a reorgamizaif the New York
facilities. Amortization of intangibles increase8.% million, 11.5% over 2001 due to recent acqigisf. Under SFAS No. 142 the Company no longer &ires goodwill. In
2002, the impact of SFAS No. 142 was $56.6 milliwe-tax, or approximately 18 cents per diluted gy per share, and $51.6 million pre-tax, or apjpnately 16 cents per
diluted share on income from continuing operations.

Interest Expense

Interest expense in 2002 was $22.5 million dowmf&55.1 million in 2001. The $32.6 million or 59.1%ecrease primarily was due to a reduction inr@sterates and lower
average debt levels. The average commercial papemwas 1.9% versus 4.4% in 2001. Commercial pageowings averaged $908.5 million in 2002, dowenfr$1.1 billion.
Reduced interest rates produced $22.7 million efdécrease in interest expense, while lower avetagelevels produced $9.5 million of the decrease.

Provision for Income Taxes

The provision for income taxes as a percent ofimedrom continuing operations before taxes was%®6r82002 and 38.7% in 2001. The 2002 rate reflgmsmpact of the
divestiture of MMS International (1.2 percentag@npoeduction) and the elimination of goodwill artination (1.4 percentage point reduction).

Income from Continuing Operations

Income from continuing operations was $572.0 millia $194.3 million increase over 2001. Excludednfthe results of continuing operations are thalte®f ComStock and
the juvenile retail publishing business, which weisposed of during February 2003 and January 2@3pectively, and are accounted for as discontirperations.
ComStock was part of the Financial Services segniém juvenile retail publishing business was pathe McGraw-Hill Education segment.

Income/(Loss) from Discontinued Operations

Income from discontinued operations for the yeafeehDecember 31, 2002 was $4.8 million comparell avibss from discontinued operations of $(0.7})iomlfor the same
period in 2001. The juvenile retail publishing mess generated revenue of approximately $82.1omiihd $92.0 million, and operating loss of apprately $1.2 million
and $9.9 million in 2002 and 2001, respectivelyntStock generated revenue of approximately $65.4amiand $78.9 million, and operating
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profit of approximately $8.9 million and $8.9 mdh in 2002 and 2001, respectively.
Net Income

Net income for the period was $576.8 million, a 5B#rease over the prior year. Diluted earningssbarre were $2.96 versus $1.92 in the prior yea2001, the Compar
took a restructuring charge which significantly eeped net income.

Segment Review

McGraw-Hill Education

(in millions) 2003 2002 2001
Operating Revenu $2,286.: $2,275.( $2,230.:
% Increast 0.t 2.C 12.7
Operating Profi $ 321.¢ $ 333.( $ 273.4@
% (Decrease) Increa: (3.9) 21.¢ (11.2)
% Operating Margit 14 15 12
I I I

(a) Includes a $62.1 million p-tax charge for restructuring and asset \-downs.

McGraw-Hill Education is one of the premieolgal educational publishers and is the largest-bhed educational publisher serving the elemeraad/high school (el-
hi), college and university, professional, andring&ional markets. The segment comprises two opgrgtoups: the School Education Group, and theénetigeducation,
Professional, and International Group (HPI).

In 2003, McGraw-Hill Education revenue wag #a%$2.3 billion compared to the prior year. Opiegaprofit decreased by $11.2 million to $321.8liom for the year ended
December 31, 2003. Foreign exchange rates favonagigicted revenue and operating profit growth by.@Inillion and $7.2 million, respectively. Exclutifom these totals
are the results of the Landoll, Frank Schaffer aatated juvenile retail publishing businesses (nileeretail publishing business), which are repoitediscontinued operations
on the income statement due to their planned dispos

Weak economic conditions affected the Schahidation Group’s results, which were offset by gtow HPI. In the kindergarten through grade twelKel2) market,
cancellations and cutbacks in ordering due to $tatiget pressures created by falling tax receiptsexi opportunities, especially in open territaridenetheless, there were
several notable successes including a strong peafoce in the Texas middle and high school soaiaias adoption, a large open territory adoptionefementary and middle
school math programs in New York City, and growthasting. These gains were counter-balanced hijndeg sales for several older supplemental lined a disappointing
performance by the elementary social studies prognarexas. In HPI growth came from the college aniversity education market.

In 2002, McGraw-Hill Education launched itsoB&l Transformation Project, which will support gegment’s global growth objectives, provide tedbgical
enhancements to strengthen the infrastructure obgement information and customer-centric servieeable process and production improvements thimutghe
organization, and position McGraw-Hill Educationdevelop advanced digital products as an emergiogth opportunity. Expenditures related to the @lobransformation
Project were $38.0 million and $57.8 million foetheriods ended December 31, 2003 and 2002, résglgcFor the years ended December 31, 2003 afd,286.9 million
and $36.3 million of additions to technology prafewere capitalized for the Global Transformatioajéct, respectively and $6.1 million was capitatizas equipment. An
additional $25.0 million and $21.5 million impacteperating profit as of December 31, 2003 and 26&hectively. The total cost of this project isigipated to be
$180.0 million.

In 2002, McGraw-Hill Education revenue of $BiBion increased 2.0%. Operating profit increabgd$59.7 million to $333.0 million for the yeardsd December 31,
2002. The softness in operating performance caom the School Education Group, which experienagitdir state adoption and open territory opportesitiThe segment’s
operating results include the impact of the acdognthange pursuant to Statement of Financial Acting Standards No. 142 (SFAS No. 142)
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“Goodwill and Other Intangible Assets.” The impa€tSFAS No. 142 on this segment was a favorableSs8#ilion.
School Education Group

The School Education Group comprises several kayds, including: SRA/McGraw-Hill, specialized nichasal programs for the elementary market; Wrigltu@/McGraw-
Hill, innovative supplementary products for thelgahildhood, elementary and remedial markets; MlamiMcGraw-Hill, basal instructional programs fibre elementary
market; Glencoe/McGraw-Hill, basal and supplemegnpaioducts for the secondary market; CTB/McGrawiHilistomized and standardized testing materiadssanring
services; and McGraw-Hill Digital Learning, new @ products such a&early ProgressPro

In 2003, the McGraw-Hill School Education Gp&irevenue declined slightly to $1.2 billion. Ecomic conditions had a negative impact on revenuergial throughout
the year, in both the adoption states and opeitaiees. The School Education Group’s major adaptpportunity was in Texas, where McGraw-Hill pragis took a 28%
share of the overall social studies adoption fadgs K-12 owing to a strong performance at therstamy level that partially offset a lower than esfeel showing at the
elementary level. In addition, McGraw-HillBLM Expresgperformed well in the Texas pre-kindergarten adoptLarge adoptions dveryday MathematicandIimpact
Mathematicsby New York City andOpen Court Readingy Anne Arundel County, Maryland, contributed sfgraintly to open territory sales. In the testingrked, higher
custom contract revenue was driven by the Color@adifornia, Missouri, West Virginia and Indianaograms.

According to the Association of American Pabbrs’ year-to-date statistics through DecembeB2t@fial adoption and open territory sales for geald-12, excluding
testing, increased 2.5%. The 2004 outlook for tbleod! Education Group and the industry as a whdlleagain be influenced strongly by environmentdtbrs, particularly
the state adoption cycle, the extent of the nasi@eonomic recovery, and the availability of staid federal funding for elementary and high sclealpication. In the 20 states
that adopt educational materials on a statewidis bidie 2004 adoption cycle offers decreased rexvée to the mix of disciplines being adopted amétéd adoption
opportunities compared to 2003.

Mathematics is the principal subject up fooptibn in 2004, with five states scheduled to pasghmaterials for the elementary and secondaregraa addition, South
Carolina will make selective purchases for gradas through twelve. Given the limited opportunit@ered by the adoption cycle in other disciplinesmpetition for market
share in these states is certain to be intenseemMenyMcGraw-Hill has led the secondary math mafteemany years and should perform very well aséhgrade levels again
in 2004. On the elementary level, the School Edapabroup will be competing with two of its prograrfor the two leading approaches to math instractio
Macmillan/McGrav-Hill Mathematicsis a new program that features integrated formatssessment and professional developntargryday Mathematicswhich is now the
nation’s leading research-based program, has also listed in the adoption states and should augtherGroup’s market share in 2004.

Over the last few years, shortfalls in taxemwes have required many state and local goversn@otrtail spending for elementary through higha®l education. Budget
reductions have often been compounded by addititutalto address deficit situations. As a resultipases have been postponed or scaled back iitiistcross the adoption
and open territory states. However, there are atitins that the outlook for funding is improving.November, the National Conference of State Lagisés (NCSL), reporte
that only 10 states are facing budget deficitssodl year 2004, which will run through June 30riost states, compared to 31 states that had bddfeits at the same point
fiscal year 2003. According to the NCSL survey stdtes realized higher revenues than expectedatéssvere running below forecast, and 13 wereget with projections
Furthermore,
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the budget gap in all states was significantly Iothen that reported at the same time last yeahidffavorable trend holds through the secondtguaf 2004, when most
states finalize their fiscal year 2005 budgetsigased appropriations may become available pritivedeginning of the new school year.

In addition to the potential for improved staind local funding, the Company expects additiedgral funding in the School Education Group’skagplace during 2004.
The No Child Left Behind Act (NCLB), which was sigghinto law in January 2002, established new tgstimd performance requirements for all states paodded for
additional federal support. By the end of 2003,dta¢es had received all of their first-year altames and most of their second-year allocationseutide Reading First
initiative. Much of this money will reach local sai districts in the first half of 2004. With reseh-based programs such@pen Court ReadingReading Mastergnd
Breakthrough to Literacthat closely match the federal guidelines, McGraillisi very well-positioned in this market. Althohgome Reading First funds are likely to be
substituted for state or local funds, the Companticgpates that the federal reading initiative \hilve an incremental effect on business opporaséuring 2004 and will
contribute significantly to growth.

The McGraw-Hill School Education Group hold®ag positions in both the custom testing market the market for “shelf” or standardized testingtemials. In 2004, the
McGraw-Hill School Education Group will focus onmiing additional custom contracts in key statesyalsas investing in the technology necessaryttercontinuing
development of summative and formative assessmedtipts that can be offered online. With the passddNCLB, which requires states to demonstrateade yearly
progress through the use of annual reading and testth in grades three through eight, the Growyelspositioned to grow in the summative testingkefagain in 2004. The
growth rate is difficult to predict, however, asiéal monies may simply replace reduced state hwshignding. Although this will be the lightestlR-adoption calendar for t
decade, the Company expects to outperform the indins2004 based on strength in math, succesaptucing Reading First dollars, growth in testiagg the recovery of
supplemental sales as the general economy imprétesdecline in elementary and high school markétmtial in 2004 is due to the soft adoption catenthe long-term
growth opportunities in this market remain solitheTelementary through high school market is expeicteebound dramatically in 2005, the first of sl good growth years
for the business.

In 2002, McGraw-Hill School Education Grouweaue declined slightly to $1.2 billion. The Growps negatively impacted by the change in adoptiwhapen territory
potential within key states. In 2001, significapportunities included basal reading adoptions didna, Alabama, North Carolina and Tennessee, hssveeading and
literature adoptions in Texas. By contrast, 2002 pjected as a lighter adoption year with redwaggubrtunities in North Carolina and Tex&acmillan/McGraw-Hill
Readincdid not meet expectations in Oklahoma or Floride@pen Court Readingerformed very well in California and in the openritories, winning more than 30% of the
elementary reading adoption in California and aanagle in Detroit. Nationally, the Group led adhepetition in K-12 science, the largest adoptioparfunity in 2002. Most
significantly, McGraw-Hill science products achiev@ 40% share of the high-enrollment middle sclse@nce market in TexaBveryday Mathematicsthe Group’s
innovative K-6 program, also saw growth in sales.

According to the Association of American Pahbrs’ statistics for the year 2002, total K-12@tdm and open territory sales for the industngcleding testing, decreased
by 5%. The decline was driven by economic condgtidracing deficits when their tax revenues fellrsbbprojections, 33 states had to revise theddais downward during
the first half of 2002, and 17% of those states ersaime cuts in their K-12 spending, according @NIESL. The State of Virginia cancelled its readanigption, but did make
some discretionary purchases.
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In 2002, sales of supplemental products werendacross the industry. A large portion of suppatal sales came from small orders from individeathers using
classroom or school discretionary funds to meehteds of their particular students. At many schttwése discretionary funds were cut back in th@f2002 as a result of
reductions in state budgets. In the case of reatlegargest supplemental curriculum area, sake also affected by delays in the release of Redeirst funds and
guidelines, which caused uncertainty regardinggmming year. The McGraw-Hill School Education @ts Jamestown remedial reading product was omgbsipot in the
supplemental product area in 2002. This productseeritical need at the secondary and postsecpteizels.

In 2002, McGraw-Hill's summative test produptrformed well. New contracts in California, W¥atginia and Washington, D.C. added to revenue ghowWigher
revenue from Indiana, New York, Missouri, New Mexi&@nd Tennessee also generated summative testidggirgrowth. In particular, the California Staogram, which
utilizes McGraw-Hill's CAT/6, a standardized achéerent test, provided a continuous market for agilproducts such as teachers’ guides.

Higher Education, Professional and International Goup

The Higher Education, Professional and Internati@raup (HPI) serves the college, professionagrimational and adult education markets. In 2003, re?enue increased |
$16.1 million to $1.1 billion.

The results reflect the growth in domestic amdrnational sales of higher education titlegsetf by continued weakness in certain professititi@s. Growth in the higher
education market was driven by continued enrolinrecreases but was tempered by state cutbacksinesin a reduction in the number of courses otestampuses. In 2003,
the sales of Humanities, Social Sciences and Layeguand Science, Engineering and Mathematics itggrinreased. Key titles contributing to year-téedsales increases
include: LucasThe Art of Public Speaking/e; ShierHole’s Human Anatomy & Physiologif/e; SaladinAnatomy and Physiolog®/e; MaderBiology, 8/e; Silberberg,
Chemistry: The Molecular Nature of Matter And Cheygfe; Libby,Financial Accountingd/e; GarrisonManagerial Accounting]l0/e; Santrock.ife- Span Developmerfi/e;
Brinkley, American History: A Surveyl/e; ShierHole’s Essentials of Human A&BJe.

Professional products declined as the comprtdrtechnology imprints were weak globally. In 20professional products also benefited from thglipation ofThe
Encyclopedia of Science and Technol/e, with strong first year sales that did not egpe 2003.

Higher education imprints performed well im&tionally particularly in Latin America, CanadadaBurope, where the local higher education publigisrograms added to
the strong U.S. product base. The benefit antieghas a result of the elimination of the 13th grad@anada did not materialize.

The HPI Group is expecting revenue to gro®004. While growth is projected in all areas, tighkbr education and medical markets are expectpdrform well with
double digit increases internationally.

In 2004, growth is expected to occur in atethdisciplines in Higher Education: Business aodri®mics; Humanities, Social Science and LanguaayesScience,
Engineering and Mathematics. Leading the grouDi®2s Business and Economics, where several maj@sions are expected to be particularly strongjavititles include
McConnell and BruekEconomics16/e; NickelsUnderstanding Businesg/e; and Larsorfundamental Accounting Principleky7/e. In addition, strong performance in front
list titles for both Humanities, Social Science &aghguages and Science, Engineering and Mathenaatosxpected to contribute to growth. These imagavill be slightly
offset by state funding issues that have resuttesfate colleges limiting enroliment, eliminatingr@in classes and increasing tuition despite naatl strong demand for
higher education. The college market enrolimeeijsected to increase 1% — 2% per year through 200ie the market size is expected to grow
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about 2% —3% annually. The Company anticipates that its gellproduct sales will outperform the industry. Whitgher education enroliment overseas growing fakemn in
the U.S., the Company anticipates solid growth athio 2004.

Recognizing that technology continues to leekitsy trend in higher education for course managerued content delivery, HPI will aggressively pugs variety of e-
initiatives, including e-books, e-learning, andinalfaculty training and support.

Continued softness in the technology secttiliwiit professional product growth despite a meussitive outlook for Trade and Medical productsfBssional product sales
will continue to grow in the medical area, due xpansion from print to online delivery through thecessMedicinportal. In addition, next year the sixteenth editaf
Harrison's Principles of Internal Medicingthe world’s best-selling medical text, will béeased.

In 2002, revenue for HPI grew 7.0% to $1.%idoil. McGraw-Hill Higher Education provided mostthle growth both domestically and internationafy. major imprints
experienced growth, with Science, Engineering amadhi@matics the strongest. The Group gained malkeee s$n the Science, Engineering and Mathematidgtaa Business
and Economics imprints. Some of the more impottifies included McConnell and BruEconomics15/e; NickelsUnderstanding Busines6/e; RavenBiology, 6/e; Shier,
Hole’s Human A&P 9/e; GarrisonManagerial Accountingl0/e; Mader)nquiry into Life,10/e; and KerinMarketing,7/e.

The downturn in the equity markets in 2002 aadinfavorable impact on the business, investing,finance professional publishing programs. lditézh, the successful
release oHarrison’s Principles of Internal Medicind,5/e, in the first quarter of 2001 was not repe&te2D02. The performance of the computing titleswnfavorably
affected by the continued decline in informatiochteology spending and the reduction in PC saless@ltrends were experienced both domesticallyrgedhationally. The
change to a “credit card only” policy at the begngnof 2002 in the direct marketing channel depeds2002 revenue but increased margins. The donrastiical marketplace
stabilized after two years of disruption, and amstyinterest in robotics in consumer and educatiorzekets drove demand for books on this subjedtfaninnovative build-
your-own educational kits. Trade and reference petslperformed well, especially in academic markatsh as foreign languages, dictionaries and tegiapation.

Higher Education imprints performed well imtationally, particularly in Latin America, CanadadaEurope. In addition, Canada increased reven@Stymillion, partially
benefiting from the elimination of the 13th graddich took effect in 2003. In anticipation of tliBange, early enroliments in colleges and univiessgrew in 2002.
Professional titles remained soft in all regions.

Financial Services

(in millions) 2003 2002 2001
Operating Revenu $1,769.. $1,555." $1,398.:
% Increast 13.7 11.2 16.C
Operating Profi $ 667.€ $ 560.¢a) $ 425.4b)
% Increast 19.C 31.7 11.2
% Operating Margit 38 36 30
I I I

(a) Includes $14.5 million p-tax loss on the sale of MMS Internatior

(b) Includes a $43.1 million pre-tax charge for nesturing and asset write-downs, an $8.8 million-fasegain on the sale of DRI and a $22.8 millioa-tax charge for the
write-down of certain assets, the shutdown ofBlue Listand the contribution of Rational Investors to mPoaam.

The Financial Services segment operates utthdeBtandard & Poor’s brand as one reporting urdt@ovides credit ratings, evaluation services amalyses globally on
corporations, financial institutions, securitizedlgroject financings and local, state and sovergmvernments. Financial Services provides a watge of analytical and de
services for investment managers and investmensadvglobally. Standard & Poor’s is also a leadingvider of valuation and consulting services.

In 2003, the Financial Services’ segment acdedouble-digit revenue and operating profit gfoviRevenue increased 13.7% to $1.8 billion andatjpey profit increased
19.0% to $667.6 million over 2002. The growth wasnarily due to the performance of
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structured finance ratings, which contributed $ZG4illion to the growth in revenue and corporatd arfrastructure ratings which contributed $60.9iom to the growth in
revenue of the segment. Operating margin incretes88% from 36% in 2002.

In 2003, favorable foreign exchange ratesrimtied $39.3 million and $14.2 million, respectiyeo revenue and operating profit growth. Inteimaal revenue for the
Financial Services segment grew by 24.8% and repte28.8% of the total revenue for the segment.

In February 2003, ComStock was disposed af this divestiture is reflected as a discontinupdration. In September 2002, the Financial Sensegsnent divested MMS
International, which resulted in a pre-tax los$d4.5 million and an after-tax benefit of $2.0 ioifi, 1 cent per diluted share. The variance betweepre-tax loss on the sale
of MMS International and the after-tax benefithig result of previous book write-downs and the ilitglof the Company to take a tax benefit for thgte-downs until the unit
was sold. The impact on the effective tax ratettieryear ended December 31, 2002 from this traioseist a reduction of 1.2 percentage points. MM&@&rimational accounted
for a 1.9% decrease in revenue and a negligibleedse in operating profit in 2003 versus 2002.

Standard & Poor’s ratings operate in four sarearporate and government ratings (corporatergnastructure, financial services, public finanseyereigns and
performance evaluation services), structured firaatings, securities services and risk solutiSesurities services, aggregates information-baffedroys serving the capital
markets including securities classifications, sii@s information and securities evaluations. Riskutions focuses on delivering quantitative taols analytics, customized
services and training to the credit risk managemeaarket.

In 2003, the Financial Services segment’'séased revenue and operating profit were due piiyrtarthe performance of structured finance angomate and infrastructure
ratings, both domestically and internationally, ethrepresented approximately 78.1% of the growttewenue. In structured finance, the strong gromdk primarily driven b
U.S. residential mortgage-backed securities issu#mat benefited from the flood of refinancing waityi resulting from low interest rates. Accordirgiiarrison Scott
Publications, total U.S. structured finance neweésdollar volume increased 35.2%, driven by redidemortgage-backed securities issuance, whictv gi@2%. U.S.
corporate issuance grew 19.7%, driven primarilystigng high yield issuance resulting from refinagcof existing debt as well as the need to fund imewstment. New issue
dollar volume in the U.S. market overall was up622.due in large part to the return of investor aerice, improving credit quality, low interest m{especially mortgage
rates) and fiscal challenges experienced by maatg and local governments. In Europe, new issuardadlume rose 54.3%, according to Securities BathHarrison Scott
Publications. The growth in international issuaiscéue primarily to structured finance, as secation is increasingly recognized as a favorabheliing source and risk
management tool. Corporate issuance in Europeeaiserienced robust growth due to low interest ratesimproving economic conditions.

Bank loan ratings, counterparty credit ratingd global infrastructure ratings all experienbegher growth rates than traditional ratings prdasguc

Standard & Poor’s is also a leading providedtaia, analysis and independent investment adgriderecommendations. The results for these prdhast were mixed as
were the results for the overall financial servizeistry, which experienced adverse market coortiand profit pressures during most of the figdt of 2003, but began to
show modest improvement during the second hali@fyear. Fund ratings, index-related products andces as well as company specific informatiordpizis continued to
grow, despite the general decline in demand farinftion products, especially those related ta ¢l brokerage sector.

Revenue related to Standard & Poor’s indinessiased as assets under management for ExchaadedTiFunds rose to $79.8 billion at December 3032m
$63.2 billion at December 31, 2002.
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Valuations for financial and tax reportingydncial modeling, assistance regarding capitaleisag the management of intellectual property asse€t003 were negatively
impacted by the low level of merger and acquisiaativity. However revenue increased from the shigon-valuation services, such as litigation suppad real estate
services. According to the Bloomberg Mergers anduigitions Database, as of December 2003 the dadlame of announced deals involving a U.S. compaoseased
16.1% and the number of deals increased 10.2%grapared to 2002.

In 2004, Standard & Poor’s expects continwgdand bottom line growth as market conditionshim financial services sector continue to improverall in line with the
economic recovery. International growth will remadtust due to the favorable trends of securitirgtdisintermediation and privatization, and therpany will benefit from
opportunities arising from the need for more indef@nt and objective research. The Company expeatgiyin 2004 despite declines projected in residémortgage-
backed securities issuance, attributable to patiyntising mortgage rates later in 2004.

In 2004, U.S. corporate issuance growth wiliharily come from investment grade issuance thilitb@nefit from the economic recovery and low mteligh-yield issuance
will also grow modestly due to tightening intereste spreads as well as to fund business invessimené Company expects debt issuance to grow ir éodmeet new
investment demands as economic growth begins t& thoough some of the excess capacity in the ecgramwell as to support increased merger and atiquisctivity. In
public finance there may be a decline in refinagsirbut pressure on state and municipal budgets tead to an increase in new money issuance.

The securitization market has grown signiftbanver the last decade in the United States, geiand Asia. In the United States, overall mortgaaeked securities volume
is expected to decline as mortgage interest raeslssuance of both asset-backed securities@lederalized debt obligations is expected to iasgeas the economy,
consumer spending and investor confidence growtfaduantity and quality of underlying transactamiiateral improves.

Standard & Poor’s expects the European Mopéfaion to continue to facilitate disintermediatias borrowers obtain increasingly more financimgulgh the public debt
markets rather than banks. This trend and theipated economic recovery should lead to continuegvth in 2004. In the Asia Pacific region, corperand structured
finance ratings are expected to perform well. Japédircontinue to see growth in collateralized debtigations as banks use these instruments to geanisk.

In 2004, the Financial Services segment grdteis strong growth in bank loan ratings, countéypaedit ratings and global infrastructure ratindue to continued market
demand for these products.

On April 28, 2003, ten large investment baektered into an agreement with the SEC, the NYIBENASD, and the New York State Attorney Generalédttle claims of
conflicts of interest relating to equity resear€he settlement includes the requirement that timesfispend $432.5 million over a five-year perioghtovide a minimum of
three sources of independent equity research todhstomers. Under the terms of the settlemert) éam is required to spend a minimum amount fos tesearch ranging
from $1.5 million to $15 million per year. The ghlilresearch settlement was finalized on OctobeB@3 and all firms are required to be in complendthin 270 days or by
August 1, 2004. The settlement firms have an imatedieed to satisfy the requirements of the segtiénf\s a leading provider of independent equigeaech, Standard &
Poor’s believes that it is uniquely positioned &pitalize on this opportunity.

In 2004, the Financial Services segment f@eseme improvement in the market environmentt$oraluation and consulting products as mergeraamadisition activity
begins to rebound.
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In 2002, the Financial Services segment reeémcreased 11.3% benefiting from structured fiearatings, contributing $72.1 million to the grovithrevenue, the
acquisition of Corporate Value Consulting (CVC) trdruting $58.3 million incremental revenue grovatid corporate and government ratings contributB@4smillion to the
growth in revenue of the segment. Operating pif2002 increased by 31.7% compared to 2001. Opgratargin increased to 36.0% from 30.5% in 2001.

In September 2002, the Financial Services seguaivested MMS International in order to sharjtefiocus on serving investment managers and imest advisors. This
divestiture resulted in a pre-tax loss of $14.5iomland an after-tax benefit of $2.0 million, Int@er diluted share. The variance between theégxdess on the sale of MMS
International and the after-tax benefit is the hestiprevious book write-downs and the inabilititbe Company to take a tax benefit for the writevds until the unit was
sold. The impact on the effective tax rate foryhar from this transaction is a reduction of 1.e&cpatage points.

In the fourth quarter of 2001, the segmenktaoestructuring and asset impairment charge 8fl$rillion pre-tax. The bulk of the restructuricigarge comes from write-
downs of intangible assets related to Standard &'Balecision to dispose of certain non-strategapprties in the investment services area. In eddy 2001, DRI was
divested, which resulted in an $8.8 million pre-gmin ($26.3 million after-tax, 13 cents per ditighare). The variance between the pre-tax gasgrézed on the sale of DRI
of $8.8 million and the after-tax benefit of $26nllion is the result of previous book write-dowasd the inability of the Company to take a tax fiéfer the write-downs
until the unit was sold. The impact on the effeetiax rate for 2001 of this transaction was a rédnof 3.4 percentage points. Also included inragiag profit of 2001 is the
write-down of certain assets, the shutdown ofBhee Listand the contribution of Rational Investors to mPoea@n. The total charge for these items was $22I®mpre-tax
($21.9 million after-tax, 11 cents per diluted s)aiThe impact on the effective tax rate for 200these transactions was an increase of 1.3 pegenoints due to the
inability of the Company to take a benefit for thegite-downs.

The impact of the accounting change undee8tant of Financial Accounting Standards No. 142ASNo. 142), “Goodwill and Other Intangible Asset#ds a
contribution of $13.0 million to operating profit.

In 2002, revenues for the Financial Serviegsrgent grew on the strength of the structured fieanarket due primarily to the strength of the igage-backed securities
sector. The asset- and mortgage-backed marketsmuaedtto benefit from the series of interest raturctions by the Federal Reserve. Adsatked dollar volume issuance r
16%, while mortgage-backed dollar volume issuanse 23%, according to Securities Data Corporafk@venue from corporate and government ratings gtessmore
modest rate due to a 36% issuance decline in tiporate sector, which reflected the weak economvirenment as well as the accounting irregularitiest shook investor
confidence. High-yield dollar volume issuance, alswn by 36% for the year, was attributable toftight to quality and mistrust of corporate managem U.S. municipal
issuance was up 25% due to the favorable inteaéstenvironment which drove refinancing and reduagdeceipts, which increased the need for firaméor general
expenditures, including education. In total, U.8wrissue dollar volume was off 7% and unit volunaswff 2% for 2002, according to Securities DatapBmation. In Europe,
new issue dollar volume fell 12%, but unit volumereased 5% for 2002 according to Bondware. Thathegeconomic environment impacted European issygsrimarily
in the corporate and financial services sectors.

Bank loan ratings, ratings evaluation servimes counterparty risk ratings showed double-djgitvth in revenue globally for 2002. Asset-backed eortgage-backed
issuance in the United States, Asia and Europeiboted to the growth in the Financial
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Services segment. The segment also experienceshsenl demand for modeling and related analytis @od credit training in 2002.

Standard & Poor’s is a leading provider ofedanalysis and independent investment adviceerahrmendations. The financial services industryegrpced adverse
market conditions in 2002 and profit pressuresdamefinancial services firms led to cost reducsi@md layoffs at these firms. These conditions wleggesult of declining
merger and acquisition transactions as well asrgénearket declines as the S&P 500 declined fottlire straight year. These market conditions i2@esulted in decreased
demand for information products and services. Rbtakerage, Internet redistribution and foreigicleange markets remained soft throughout the year.

On August 31, 2001, Standard & Poor’s acquE&tC from PricewaterhouseCoopers. This acquisiigpanded Standard & Poor’s capabilities to proviaeation and
consulting services. CVC’s primary services areiatibns for financial and tax reporting, finanaiabdeling, assistance regarding capital usage anthnagement of
intellectual property assets. The acquisition dbated $58.3 million, or 37.0%, to the growth iveaue of the Financial Services segment in 2002C @)s negatively
impacted in 2002 by the reduced level of mergeranyuisition activity. According to Bloomberg Mergeind Acquisitions Database, as of December 312,26e dollar
volume and the number of announced deals involaikgS. company declined 40% and 21%, respectiaslgompared with the year ended December 31, 2001.

Assets of both the S&P Depositary Receipt(S$) traded on the American Stock Exchange an@émnelays Global Investors-sponsored iShares inerkas2002.
Exchange-Traded Funds based on S&P indices gré&63@ billion, up 30% over 2001. Demand for adwdceportfolio strategies based on S&P’s STARS stock
recommendations, fund evaluations, asset allocatiohother proprietary investment techniques dedlin 2002.

Information and Media Services

(in millions) 2003 2002 2001
Operating Revenu $772.€ $809.5 $846.1
% Decreas! (4.€) (4.3 (16.0
Operating Profi $109.¢ $118.( $ 65.((a)
% (Decrease) Increa: (7.0) 81.€ (69.5)
% Operating Margit 14 15 8
[€)] Includes a or-time charge of $34.9 million p-tax for restructuring and asset w-down.

The Information and Media Services segmentm@sas two operating groups that include businedspaofessional media offering information, insigind analysis: the
Business-to-Business Group (comprising brands dhieiBusinessWeekMcGraw-Hill Construction, Platt#viation Week and Healthcare Information) and the Broadcasting

Group.

Information and Media Services segment revetagzeased $36.9 million, or 4.6%, in 2003. Opeafirofit decreased $8.2 million, or 7.0%, to $B0illion in 2003.
Revenue declined at the Business-to-Business Gipdp4% and at the Broadcasting Group by 5.7%.ctminued soft advertising market negatively impddboth groups.

In 2004, the economy is expected to improwe\with it the advertising market. Additionally, 208 a political advertising year, which will bertehe Broadcasting
stations.

The Information and Media Services segmergmae declined 4.3% to $809.5 million in 2002 andrafing profit increased 81.6% to $118.0 milliomtte fourth quarter
2001, the segment took a charge of $34.9 milli@tpx for restructuring and asset write-downs. Mdshis charge relates to write-downs of certatbenmerce investments
at McGraw-Hill Construction and staff reductionsaas the segment. On September 4, 2001, Platthgmed Financial Times Energy (FT Energy), a leaghogider of
energy information, research and consulting sesvieg@ Energy contributed $28.2 million of incremanmevenue to the Information and Media Servicegrsmnt in 2002.
During 2002, the segment
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reduced 400 positions, including those contemplbtethe restructuring in the fourth quarter of 20ilexcess of 10% of total positions. The operptesults of the segment
reflect the weak advertising market experience2ld®2 and cost containment activities. The changeaounting pursuant to SFAS No. 142 contributed $3llion to
operating profit in 2002.

Business-to-Business Group
In 2003, the economy and business environmentrooed to be unfavorable. Revenues declined 4.4%&8.% million for the Business-to-Business Group.

In 2003 BusinessWeek North American edition revenue declined for edltonsecutive year and according to the Publsh@ormation Bureau advertising pages were
down 9%. Weakness was experienced in the North iareand International editions related to inteorel advertisers, particularly European adversisdue to economic
and political issues and the SARS outbreak. BasinessWeetkemographic editions that were discontinued inthivel quarter of 2002, negatively impacted the salethe
Business-to-Business Group.

As of November 2003, total U.S. constructitarts increased 3% versus the prior year, large¢/td the continued strength in single family hogsHowever, U.S. non-
residential construction decreased 3% versus fbe year due to the weakness in commercial propggpgs such as offices, healthcare facilities aatelwouses. Sales to
building product manufacturers, construction cartyes and service providers declined due to thekwea-residential building sector. The discontimuaibf Dodge SCAN in
the latter part of 2002 also created a negativemeg comparison, but improved operating marginsaiggitive pressures and the weak economy have eddadvertising pac
yields and classified pages for the constructidnlipations, however market share continued to glov2003, the Business-to-Business Group benefited the introduction
of the McGraw-Hill Construction Network, a new wbbsed integrated product, which was introducederthird quarter of 2003.

In 2003, U.S. power markets, specifically &ieity and natural gas, continued to be negatiwelgacted by the fallout from Enron.

During 2003, the aviation industry remaine@é@onomic turmoil due to continued weakness iffitrabor issues and security demands. The saftimethe aviation
industry has resulted in decreased advertisinggpdadeere were three fewer air shows in 2003 conabier002. The Singapore Air Show which occurrethafirst quarter of
2002 did not occur in 2003. Due to political temsipthe Paris Air Show was a much smaller show pitemious Paris events.

The healthcare industry continues to be wEeklver drug approvals have been the largest issuregdihe last several years. Industry-wide medachlertising pages
declined in 2003.

During 2003, the Business-to-Business Groupicoed to take cost containment actions to sdfterimpact of reduced advertising revenue. Thests@mntainment
actions will continue in 2004.

In 2004, the Business-to-Business Group grateis an up tick in the advertising market as tomemy recovers. Advertising growth for the businpsblications is
dependent on a recovery in technology and finarseialices driven by strong corporate earningsesehand other sectors of the economy.

In 2004, thdBusinessWeeKorth American rate base will remain constant. Atsiag volume is expected to increase year-to-ypamand for construction information is
expected to grow in 2004 as the economy improvies.McGraw-Hill Construction Network is expectecctmtinue gaining momentum. In energy, the marketplaill be
characterized by high volatility and uncertaintythacontinuing regulation and integration of regdand global markets. Some specific categoriesimthe energy market,
like information and trading services,
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are expected to increase as the U.S. power martirtgue to stabilize. The aerospace advertisinketds expected to recover slowly in 2004. Incesbadvertising volume
will be further supported by four additional airos¥s to be held in 2004, the largest of which wdlleld in Singapore. Opportunities for growth i©2@lso exist in the areas
of homeland security defense and new businesdigeete services. The pharmaceutical market is @epeto remain focused on direct-to-consumer athiegt an area in
which the Business-to-Business Group does notgiaate.

In 2002, the economy and business environmvastunfavorable. Revenues declined 5.5% to $700libmfrom 2001 for the Business-to-Business Group

BusinessWeek North American edition revenue declined for as®l consecutive year in 2002. Advertising spendiag impacted by the weak economy and the related
decline in business-to-business technology adusgtiBranding money continued to decline in 2002cérding to the Publishers Information BureBusinessWeek North
American advertising pages declined 12.1% in 200t one less issue but the same number of issuee¥enue recognition purposes. The decline iregihing pages is
consistent with that experienced BysinessWeek major competitors.

The rate of expansion in the construction stduslowed during 2002. The value of new constoncstarts increased 1% to $498.7 billion, aftéfagain in 2001 and an
8% average growth during the previous ten yearsideatial building in 2002 continued to be robuising 12%, while public works construction advath@&. However, non-
residential building fell 10% due to the weaknemstifie commercial property types, such as offibesels and warehouses.

The construction related advertising markes s@ft during 2002, resulting in reduced advergjgages irENRmagazine. BotlENRandArchitectural Recordjained
market share in 2002, according to Inquiry Managengstems. During 2002, the Business-to-Businessiisdivested CAP, a non-core business, resultirgreduction of
revenue of $2.4 million, with no significant impamt operating profit. Also in 2002, Dodge SCAN,artdated product line, was discontinued. Demanckased for Dodge
electronic project lead manager, an electronicqatajews product, and the digital plans and spetifins product. Increased demand for Sweets Remtlproducts helped
offset lower Sweets File sales both domestically ianCanada.

In September 2001, Platts acquired FT Enemgy fPearson plc. FT Energy contributed $28.2 nmiltdd incremental revenue to the Business-to-Busit&®up for 2002.

Aviation advertising volumes declined in 2G2the commercial airline industry remained in toifmHealthcare advertising declined due to theegaheconomic downtur
fewer drugs approved in 2002 versus 2001 and arase in direct-to-consumer advertising by the plaaeutical industry.

Broadcasting

The Broadcasting Group operates four televisiotiosts, all ABC affiliates: VHF stations in Denvéndianapolis and San Diego and a UHF station ineBsfield, California.
In 2003, the Group’s revenue decreased by 5.794@8.% million. While the airing of the Super Bowlrihg the first quarter of 2003 contributed postivto performance, its
benefit could not offset the lack of political adtiging. The weak ratings position of the ABC netilygreemptions caused by war coverage and the@esreonomic malaise
also negatively impacted the performance of thieosta. The services and consumer products categofiadvertisers contributed to growth while thiiteng, automotive and
leisure time categories remained weak. Excludingipal advertising, advertising time sales fel9% from 2002. National advertising time sales edirlg political advertisin
advanced, while local advertising time sales exolgigolitical advertising declined.
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Broadcasting remains an event driven busiardswill benefit from the 2004 presidential campaighis benefit will be offset by the loss of thep@r Bowl and the
negative impact of the Olympics which will be aitegNBC. In 2004 stations will continue their cesntainment initiatives and continue to refine @naimote their local
brands to improve ratings in local newscasts ahdrgirogramming.

Starting in the fourth quarter of 2004, théwark compensation agreements with ABC will begirekpire. The current favorable terms of theseremts are not expected
recur.

In 2002 the Group’s revenue increased by 3%%109.4 million, as a result of political adveitig. Weaker advertiser demand experienced adnessntire broadcasting
industry, due to the economic downturn, dampened#nefit of the increase in political advertisimgaddition, during 2002, NBC affiliated statiopsnefited from the
broadcast of the Winter Olympics which garneredeatising funds that would have been spent on d#levision stations. The Group softened the impatiwer revenue
growth through cost reduction efforts including thgplementation of technology that allowed theisted to streamline local news production. The stegtifinished the year
with operating expenses below 1993 levels, and adtertising time sales up 4.2% over 2001. Exclgdialitical advertising, advertising time saled #£0% from 2001.
National advertising time sales excluding politiadiertising advanced, while local advertising tsaées excluding political advertising declin

In 2002, the Denver station renegotiatedatstiact with Comcast, allowing for cable retransiua of its signal plus a new cable 24 hour nevanakl. In addition, the
Bakersfield, California station negotiated an agreet with Time Warner Cable for an evening cablesiehannel. All of the stations now have cable nelannels, allowing
them to further leverage their news content.

Liquidity and Capital Resources

(in millions) 2003 2002
Working Capital $ 262.¢ $ (101.0
Total Debt $ 26.: $ 578.
Gross Accounts Receivat $1,196.: $1,232.¢
% (Decrease (3.0) (6.3
Inventories— Net $ 301.z $ 360.¢
% (Decrease (16.5) (10.9)
Investment in Prepublication Co $ 218.C $ 249.
% (Decrease (12.¢) (15.9)
Purchase of Property and Equipm $ 115.( $ 70.C
% Increase (Decreas 64.2 (40.7)

The Company continues to maintain a strongrfaial position. The Company’s primary source afdfsifor operations is cash generated by operatitigtées. The
Company’s core businesses have been strong cashagiens. Debt financing is typically used for asifions and as a result of seasonality. The Compangome and
consequently cash provided from operations dutiegyear are significantly impacted by the seasgnafibusinesses, particularly educational pubfighiThe first quarter is
the smallest, accounting for 17% of revenue angl 6% of income from continuing operations in 2008e third quarter is the largest, accounting fd¥3¥ revenue and
generating over 42% of 2003 annual income frominairtg operations. This seasonality also impacsh deow and related borrowing patterns. The Compgpically
increases its borrowing through the beginning efttiird quarter and generates cash over the batdrthe year.

Cash and cash equivalents increased $637liémiih 2003 and increased $4.7 million in 2002eT®ompany’s subsidiaries maintain cash balancesvatral financial
institutions located throughout the world. Thesshchalances are subject to normal currency exchidungtaations. At December 31, 2003 and 2002 then@any’s overseas
cash balances total $177.8 million and $99.0 nmillieespectively. Repatriation of certain non-U.&sltbalances to the U.S. could have
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adverse tax consequences, however cash held othsidleS. is anticipated to be utilized to funcemtational cash requirements. The Company expectsrtvest this cash
outside of the United States because a signifisartion of the Company’s opportunities for growthtiie coming years will be abroad. Major factofeetfng the change in
cash included a 21.0% increase in cash providempbyations and proceeds from the disposition ofXbmpany’s equity investment in Rock-McGraw, Ined@&omStock.

Cash flow from operations more than coverettiénds, investment in publishing programs, cagitalenditures, repurchases of shares and additideshnology projects
and permitted the Company to reduce outstanding teB004, cash on hand, cash flow from operatamd existing credit facilities are expected tesb#icient to cover any
additional operating and recurring cash needsddiwis, investment in publishing programs, capitpkeeditures, and expected stock repurchases)histéoteseeable future.

The Company’s working capital was $262.4 millat December 31, 2003, compared with negativéiwgrcapital of $101.0 million at the end of 200he change reflects
increases in cash and cash equivalents and theiropthe disposition of the Company’s equity inveent in Rock-McGraw, Inc. which offset reductiansaccounts
receivable, inventories and other current assets.

Cash Flow

Operating Activities: Cash flow from operations were $1.4 billion for 20@s compared to $1.1 billion in 2002. The incedascash provided by operating activities prime
relates to the performance of the businesses,itidedd from Rock-McGraw, Inc. and the increaséaixes payable. Also contributing to cash providednfoperating
activities is effective inventory and accounts reable management and the increase in unearnedueygrimarily attributable to the Financial Seegaatings products.

Accounts receivable (before reserves) decte$36.6 million, or 3.0%, even with an ongoing newe increase of 4.0%. This decrease compares wigtizase of
$82.3 million in 2002. The year-to-year decreas2dfi3 and 2002 was primarily due to improved caitecprocesses for accounts receivable. Numbeayp$ dales
outstanding decreased eight days in 2003, 11 ae3802 and four days in 2001. Total inventoriedided by 16.5% in 2003 from the prior year to $2tillion and decline
by 10.4% in 2002 to $360.8 million, as the Compamngroves its inventory management.

Income taxes payable increased $164.9 mibiger the prior year. Included in income taxes p#yabe taxes relating to the sale of the Compmma$% equity investment
Rock-McGraw, Inc.

Included in other current liabilities at Dedsen 31, 2002 is the offset of current assets tuipusly established reserves for the final closenl@fthe former Continuing
Educational Center, resulting in no cash or incetagement impact.

In 2002, amortization of goodwill and intanigib decreased as a result of the implementati@F&fS No. 142.

In 2001, cash provided by operating activité$1.1 billion include $159.0 million relating testructuring and assets write-downs. In the fogttarter of 2001, the
Company announced a worldwide restructuring progtaahincludes the exiting of certain businessesdupct lines and markets in each of its operategeents.
$123.0 million of the restructuring expenses weéassified as operating related expenses on thedlidated Statement of Income for the year endeceBéeer 31, 2001 and
$36.0 million were considered nonoperating. Therajieg related expenses consisted of $30.2 millioemployee severance and benefit costs and $9#i8min asset
impairment losses. The nonoperating expenses ¢ed$$36.0 million related to the write-downsceftain e-commerce and emerging technology invessn&he planned
workforce reduction of approximately 925 peoplatedl to the exiting of certain business activit@sduct lines and publishing
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programs to be discontinued or curtailed, and ogffferts to improve the effectiveness of the orgation. Through December 31, 2002, all the emplsyewler this
restructuring program have been terminated anaf éle employee severance and benefit costs wéde Tfae restructuring under this program was cotepl@s of
December 31, 2002. See Note 5 for additional infdiom on this restructuring.

Investing Activities: Cash provided by investing activities was $137.8ioni in 2003, compared to cash used by investictiy#ies of $366.5 billion in 2002. The decrease i
cash used by investing activities is primarily do¢he proceeds received from the disposition ahStock and the 45% equity interest in Rock-McGrie,, in 2003.
Prepublication spending declined due to the tinthgdoption cycles.

Purchases of property and equipment totald® $1million in 2003 compared with $70.0 million2002. The increase in spending in 2003 relatesaily to the facilities
consolidation at Canary Wharf in London. For 20t&pital expenditures are expected to be approxlyn&iet0 million.

Additions to technology projects totaled $2@illion in 2003 compared with $55.5 million in 2BOThe decrease is primarily from investments frastructure for the
McGraw-Hill Education segment in 2002. For 2004ditidns to deferred technology projects are expbtiebe approximately $50 million.

Net prepublication costs decreased to $463lmat December 31, 2003. Prepublication investirtotaled $218.0 million in 2003, $31.3 millie@ss than 2002, reflectil
the lighter adoption opportunities in 2004. Premation spending for 2004 is expected to increasgpproximately $290 million as the Company begfinsamp up spending
to reflect the significant adoption opportunitieskey states in 2005 and beyond.

In 2002, cash used by investing activities %@86.5 billion, a decrease of $389.1 million fr@801. The decrease in cash used by investing tes\vs primarily due to a
decrease in acquisitions activities.

Financing Activities: Cash used for financing activities was $896.9 onillin 2003 compared to $781.7 million in 2002. Th@ease in cash used by financing activities is
principally due to repayments of short-term bormogs in 2003 and increased treasury stock repursh@sesh used for financing activities reflectedpstments of

$552.7 million on debt. Cash was also utilizedepurchase approximately 3.5 million shares for $2hillion in 2003. Shares repurchased under tharehase program we
used for general corporate purposes includingdtigaince of shares for stock compensation plans.

Cash used for financing activities of $781ifliam in 2002 reflected an increase of $490.4 millover 2001, as cash was used to repay debtategse approximately
2.9 million shares for $183.1 million and pay diemdls totaling $197.0 million.

Outstanding Debt and Other Financing Arrangements

At December 31, 2003, commercial paper borrowingeev$21.5 million, a decrease of $551.6 milliomirDecember 31, 2002. In 2003, all commercial p&perowings are
classified as current liabilities on the consolahbalance sheet. The Company’s $675 million, 38drdvolving credit facility agreement, enteredinh July 23, 2002,
expired on July 22, 2003. On July 22, 2003, the gamy replaced this credit facility with a new 36ayd$575 million credit facility that allows it tworrow until July 20,
2004, on which date the facility agreement terngaatnd the maturity of such borrowings may notberithan July 20, 2005. The Company continuesiyogpfacility fee of
five basis points on the 364-day facility whethenot amounts have been borrowed and borrowingstreagade at 15 basis points above the prevailiB$R rates. The
commercial paper borrowings are also supported$§2% million, five-year revolving credit facilityyhich expires on August 15, 2005. The Company pafgility fee of
seven basis points on the five-year credit facilityether or not amounts have
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been borrowed, and borrowings may be made at 18 paimts above the prevailing LIBOR rates. Alltbé facilities contain certain covenants, and thig éinancial covenant
requires that the Company not exceed indebtedoesssh flow ratio, as defined, of 4 to 1 at anyetimhis restriction has never been exceeded. Aeéer 31, 2003, there
were no borrowings under any of the facilities.

The Company also has the capacity to issuertditle Commercial Notes (ECNs) of $240 million.NEOreplicate commercial paper, except that the Gmpjhas an optic
to extend the note beyond its initial redemptioteda a maximum final maturity of 390 days. Howe\vkexercised, such an extension is at a highsstreate, which is at a
predetermined spread over LIBOR, and is relateiédCompany’s commercial paper rating at the tifmextension. As a result of the extension optianpackup facilities for
these borrowings are required. As is the case eathmercial paper, ECNs have no financial covendiitsre were no ECNs outstanding at December 313 266 2002.

For 2002 and 2001, 80 percent of the commigpeiper borrowings outstanding are classified agerm. These amounts were determined based bpdddmpany’s
detailed financial budgets and cash flow forecasts supports the Company'’s ability and intent tairethis debt level throughout the next year.

Under a shelf registration that became effeatvith the Securities and Exchange Commissio®B01an additional $250 million of debt securitias be issued. Debt col
be used to replace a portion of the commercial papeowings with long-term securities.

In the third quarter of 2002, the Company eeded all of the outstanding shares of $1.20 coiilenreference stock. The redemption price of §dOshare, as provided
the terms of the preference stock, became payalhieltlers, who did not otherwise convert their shanto the Compang’common stock, on September 1, 2002. Most hc
elected conversion prior to redemption.

Dividends
On January 28, 2004, the Board of Directors appt@reincrease in the quarterly common stock divddefin$0.03, or 11.1% to $0.30 per share.
Share Repurchase Program

In 1999, the Board of Directors approved a stogkirehase program authorizing the purchase of U taillion shares, which was about 7.5% of the tamding common
stock. The Company completed the program in Dece2®@3 after repurchasing 2.3 million shares f8%2 million in 2003, for a total of 15 million stes totaling
$855.1 million, at an average price of approxima$s7.01 per share.

On January 29, 2003, the Board of Directorayed a new stock repurchase program authoriniegtrchase of up to 15 million additional shavdsich was
approximately 7.8% of the total shares of the Camyfsaoutstanding common stock. The Company repwethid.1 million shares for $76.7 million in 2003%ataverage price
of approximately $68.26 per share. The repurchabades may be used for general corporate purpiosésiing the issuance of shares in connection tighexercise of
employee stock options. Purchases under this progray be made from time to time on the open maakdtin private transactions depending on markediitions.

Contractual Obligations, Commitments, Guarantees ad Off-Balance Sheet Arrangements

The Company has various contractual obligationgkvhre recorded as liabilities in the consoliddieancial statements. Other items, such as cepiaichase commitments
and other executory contracts are not recognizdidlziities in the consolidated financial staterteebut are required to be disclosed. For exampée(Company is contractua
committed to acquire broadcast programming and roak@in minimum lease payments for the use of gntypunder operating lease agreements.
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The following table summarizes the Companigsi§icant contractual obligations and commerciafrenitments at December 31, 2003 in millions of aidllover the next
several years. Additional details regarding thesi@ations are provided in the Notes to the Comlstéd Financial Statements, as referenced in titedtes to the table:

Contractual Cash Obligations

Less than 1-3 4-5 After 5

(in millions) Total 1 Year Years Years Years

Outstanding Debt $ 26.2 $25¢ $§ - $ - $ 04
Operating Leases 2,032. 139.¢ 247.% 218.c 1,426.¢
Pension and Postretirement Obligatiéns 180.2 27.C 30.4 32.7 90.1
Other Lon¢-Term Obligation: 38.2 13.€ 17.C 7.8 -
Paper and Other Printing Services 941.( 209.( 614.( 118.C -
Broadcasting Programming Commitmefits 19.7 11.c 8.2 0.2 -
Employment Contract$ 8.t 5.7 2.7 0.1 -
Unconditional Purchase Obligatiohs 70.1 36.¢ 31.z 2.0 -
Total Contractual Cash Obligatic $3,316.¢ $469.: $950.¢ $379.1 $1,517.«
I I I I I

1The Company’s long- term debt obligations are dbedrin Note 3 of the Notes to the ConsolidatechRaial Statements.
2The Company’s operating lease obligations are desttin Note 7 of the Notes to the ConsolidatedaRuial Statements.
3The Company pension and postretirement medicalfibga@ns are described in Notes 10 and 11 of tb&eblto the Consolidated Financial Statements.

4Included in category paper and other printing smwiare contracts to purchase paper and printinices. Except for deposits that may be requiresyant to the contracts,
these obligations are not recorded in the Compagissolidated Financial Statements until contraginpent terms take effect. The obligations are stitjechange based
on, among other things, the effect of governmeatas and regulations, and the Company’s manufatuwperations operating outside the normal courseisiness and
paper availability.

5The Company has various contractual commitmentthiapurchase of broadcast rights for various telew programming.
6The Company’s commitments under creative talerg¢aments include obligations to actors, produc@ts personnel, executives, and television anib raersonalities.

7 A significant portion of the Company’s unconditibparchase obligations represents a revenue conenitfor contracts with AT&T for data and voice tsaort, AT&T
Wireless, MCI, AT&T Optical Network, AT&T MRS andé&fizon Wireless.

The Company believes that the amount of cashcash equivalents on hand, cash flow expecten @perations and availability under its credit litiels will be adequate
for the Company to execute its business stratedynget anticipated requirements for lease obligatioapital expenditures, working capital and delotice for 2004.

Quantitative and Quialitative Disclosure about Marke Risk

The Company is exposed to market risk from changegerest and foreign exchange rates. The Compasyoperations in various foreign countries. Turefional currency
is the local currency for all locations, excepthe McGraw-Hill Education segment where operatithiag are extensions of the parent have the U.%ardad the functional
currency. For hyper inflationary economies, sucNesezuela, the functional currency is the U.Slagoln the normal course of business, these ojpaisatire exposed to
fluctuations in currency values. The Company daggyenerally enter into derivative financial instrents in the normal course of business, nor arle istruments used for
speculative purposes. The Company has naturallgdtegositions in most countries with a local cucseperspective and asset and liability offsets. iwss amount of the
Company’s foreign exchange positions is $139.5iomlas of December 31,
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2003. Management has estimated using an undivasifilue at risk analysis with 90% certainty tihat foreign exchange gains and losses should neeex$17.0 million
during 2004 based on the historical volatilitiesta# portfolio.

The Company'’s interest expense is sensitidhémges in the general level of U.S. interessr&ased on average debt outstanding over thevelse months, the
following is the projected impact on interest exg&ion current operations:

Percent change ir Projected impact
interest rates on operations
(+-) (millions)
1% $3.9

Recently Issued Accounting Standards

See Note 1 to the Company’s Consolidated FinaiStetements for disclosure of the impact that régésgued accounting standards will have on the @amy’s financial
statements.

“Safe Harbor” Statement Under the Private Securities Litigation Reform Act of 1995

This section, as well as other portions of thisuoent, includes certain forward-looking statemeufitsut the Company’s business, new products, satpenses, cash flows,
and operating and capital requirements. Such fahla@oking statements include, but are not limitedfiture paper, printing and distribution pricesmpensation increase
rates; pension plan income; the strength of the &h8 global economy; Educational Publishing’s lefesuccess in 2004 adoptions and enroliment amdagjraphic trends;
the level of educational funding; the level of edliien technology investments; the strength of Higbducation, Professional and International pulighmarkets and the
impact of technology on them; the level of inter@dés and the strength of the economic recoveofit pevels and the capital markets in the U.Sd abroad with respect to
Standard & Poos Credit Market Services; the level of successesf product development and global expansion aemgth of domestic and international markets at &ten
& Poor’s Investment Services; the level of mergatt acquisition activity in the U.S. and abroad; strength of the domestic and international adsiegi markets; the
volatility of the energy marketplace; the strengtithe pharmaceutical marketplace; the contraatevaf public works, manufacturing and single fanuihjt construction; the
strength of the domestic and international adviedisnarkets; Broadcasting’s level of advertisingg @ahe level of future cash flow, debt levels, prodrelated manufacturing
expenses, pension income, capital, technology #ret expenditures and prepublication cost investmen

Actual results may differ materially from tleoi any forwardeoking statements because any such statementiwénsisks and uncertainties and are subject to ghdrase
upon various important factors, including, but hmited to, worldwide economic, financial and piél conditions; currency and foreign exchange tilithg the health of
capital and equity markets, including future ingtnmate changes; the level of funding in the edananarket (both domestically and internationalty)e pace of recovery of t
economy and in advertising; continued investmenthieyconstruction, computer and aviation indudtmg; successful marketing of new products, and ffeeteof competitive
products and pricing.
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CONSOLIDATED STATEMENT OF INCOME

Years ended December 31 (in thousands, except pérase data) 2003 2002 2001

Revenue(Notes 1, 2 and ¢

Product revenu $2,414,56: $2,389,77! $2,341,42!
Service revenu 2,413,29: 2,250,41 2,133,17.
Total Revenut 4,827,85 4,640,18. 4,474,60.

Expenses(Note 5)
Operating relate

Product 1,166,21 1,166,88: 1,171,17
Service 840,24¢ 814,42: 838,20:
Operating Related Expens 2,006,46! 1,981,311 2,009,37:
Selling and gener:
Product 894,86: 877,70! 869,49
Service 844,88: 756,83( 764,78¢
Selling and General Expens 1,739,74. 1,634,53 1,634,28
Depreciation (Note 1 82,821 86,81¢ 85,74¢
Amortization of intangibles (Note 1: 32,97: 36,27( 32,52]
Goodwill amortization (Note 12 - - 51,58:
Total Expenses 3,862,00: 3,738,93. 3,813,52
Other income- net (Notes 2 and 1¢ 171,52t 18,66( 10,11(
Income From Operations 1,137,37 919,91: 671,19:
Interest expens 7,091 22,517 55,07(
Income From Continuing Operations
Before Taxes on Income 1,130,27 897,39t 616,12:
Provision for taxes on income (Note 442,46¢ 325,42¢ 238,43t
Income From Continuing Operations 687,81: 571,96t 377,68!
I I I

Discontinued Operations (Note :
Earnings from operations of discontinued compone

ComStock (including gain on disposal of $86,952003) 87,49( 8,821 8,85:
Income tax expens 30,30« 3,31( 3,40¢
Earnings from discontinued operatic 57,18¢ 5,517 5,44t
Juvenile retail publishing busine

(including loss on planned 2004 disposition of $19) (81,05%) (1,15%) (9,91¢)
Income tax benef (23,71 (434) (3,817
Loss From Discontinued Operatio (57,347 (729) (6,099
(Loss)/Earnings From Discontinued Operati (161) 4,79¢ (654)
Net Income $ 687,65( $ 576,76( $ 377,03:
I I I

Basic Earnings Per Common Shar(Note 12)
Income from continuing operatiol $ 3.61 $ 2.97 $ 1.9t
Net income $ 3.61 $ 2.9¢ $ 1.9t
I I I

Diluted Earnings Per Common Share(Note 12)

Income from continuing operatiol $ 3.5¢ $ 2.94 $ 1.9z
Net income $ 3.6¢ $ 2.9¢ $ 1.92
I I I

See accompanying notes.




CONSOLIDATED BALANCE SHEET

December 31 (in thousands, except per-share data) 2003 2002

Assets
Current Assets
Cash and equivalents (Note $ 695,59: $ 58,18¢
Accounts receivable (net of allowances for doubdftdounts and sales returns: 2003 — $239,824; 2002

$241,061) (Note 1 956,43¢ 991,80¢
Inventories:
Finished good 273,09 314,42(
Work-in-process 12,94« 18,12¢
Paper and other materit 15,14¢ 28,20¢
Total inventories (Note 1 301,18 360,75’
Deferred income taxes (Note 226,06¢ 169,82¢
Prepaid and other current assets (Not 76,867 93,72¢
Total current asse 2,256,15: 1,674,30
Prepublication Costs:(net of accumulated amortizatic

2003- $1,037,142; 200~ $924,867) (Note 1 463,63! 534,83!
Investments and Other Asset:
Investments in Ro-McGraw, Inc.— at equity (Notes 1 and 1 - 119,44:
Prepaid pension expense (Note 288,24« 261,24
Other 215,73. 205,24:
Total investments and other ass 503,97t 585,92¢
Property and Equipment — At Cost
Land 13,65¢ 13,25:
Buildings and leasehold improveme 379,77¢ 330,48
Equipment and furnitur 737,98¢ 728,21
Total property and equipme 1,131,42 1,071,95:
Less- accumulated depreciatic 664,09¢ 640,49:
Net property and equipme 467,32¢ 431,46(
Goodwill and Other Intangible Assets(Notes 1 and 1%
Goodwill - net 1,239,87 1,294,83.
Copyrights- net 244,86¢ 272,24
Other intangible asse- net 218,23: 238,57¢
Net goodwill and other intangible ass 1,702,97 1,805,65:
Total Assets $5,394,06: $5,032,18:

I I

See accompanying notes.




Liabilities and Shareholders Equity

Current Liabilities

Notes payable (Note :

Accounts payabl

Accrued royalties

Accrued compensation and contributions to retirerpéans
Income taxes currently payat

Unearned revenue (Note

Deferred gain on sale leaseback (Note

Other current liabilities (Note -

Total current liabilities

Other Liabilities

Long-term debt (Note 3

Deferred income taxes (Note

Accrued postretirement healthcare and other ben@ivte 11,
Deferred gain on sale leaseback (Note

Other nol-current liabilities

Total other liabilities
Total liabilities
Commitments and Contingencie(Note 7)

Shareholders Equity (Notes 8 and 9
Common stock, $1 par value: authori— 300,000,000 share

issued- 205,854,086 shares in 2003 and 205,853,583 shak80PR, respectivel

Additional paic-in capital
Retained incom
Accumulated other comprehensive incc

Less— Common stock in treasu— at cost (15,457,880 shares in 2003 and 14,021 j@&®@s in 2002

Unearned compensation on restricted s
Total shareholde’ equity

Total Liabilities and Shareholders’ Equity

2003 2002

$ 2595t $ 119,41
306,15 303,35«
121,04° 119,82:
352,06 317,64(
246,94: 82,01¢
595,41¢ 538,96

7,51¢ -
338,63 294,08t
1,993,73 1,775,29
38¢ 458,92
200,48! 200,11
168,05: 172,06°
204,78: -
269,57! 259,96
843,28 1,091,06'
2,837,01 2,866,361
205,85: 205,85
86,50: 79,41(
3,153,19! 2,672,08
(69,52 (103,961
801,06: 669,49
17,91: 18,06:
2,557,05. 2,165,82;
$5,394,06: $5,032,18;
| |
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CONSOLIDATED STATEMENT OF CASH FLOWS

Years ended December 31 (in thousands) 2003 2002 2001
Cash Flow from Operating Activities
Net income $ 687,65( $ 576,76( $ 377,03:
Dividend from Roc-McGraw, Inc. 103,50( - -
Restructuring and asset w-downs - - 158,96:
Adjustments to reconcile net income to cash praV
by operating activities
Depreciatior 83,95: 89,58¢ 88,80z
Amortization of goodwill and intangible 33,73¢ 38,78¢ 91,55¢
Amortization of prepublication cos 285,48’ 280,39: 240,24:
Provision for losses on accounts receivi 29,83¢ 33,02« 55,25¢
Gain on sale of real este - - (6,925
Loss on sale of MMS Internation - 14,53« -
Gain on sale of S&P ComSto (86,957) - -
Loss on planned disposition of juvenile retail psthing business primarily goodwill impairme 75,91¢ - -
Gain on sale of Ro-McGraw, Inc. (131,25() - -
Other (12,46 (9,619 (8,347)
Change in assets and liabilities net of effec
acquisitions and dispositior
Decrease in accounts receivable and inver 77,05¢ 61,62: 23,30¢
Decrease in prepaid and other current as 18,927 7,18t 27,02:
Increase in accounts payable and accrued exp 32,69: 4,37 42,20z
Increase/(decrease) in unearned revenue and atirentliabilities 51,45 (56,149 (42,69¢)
Increase in interest and income taxes currentlyple 169,93! 18,47¢ 42,61¢
Net change in deferred income ta: (50,01 64,49: 7,357
Net change in other assets and liabili 12,88¢ 18,921 3,19¢
Cash provided by operating activiti 1,382,34! 1,142,39: 1,099,58:
Investing Activities
Investment in prepublication cos (218,049 (249,31) (294,53))
Purchase of property and equipm (114,98, (70,019 (116,899
Acquisition of businesses and equity intert (3,67¢) (19,310 (333,23
Proceeds from disposition of property, equipmetat Binsinesse 502,66 24,30¢ 17,87¢
Additions to technology projec (28,145 (55,477 (28,840
Other - 3,29¢ -
Cash provided by/(used for) investing activit 137,80¢ (366,52() (755,63))
Financing Activities
Dividends paid to shareholde (206,54)) (197,01¢) (189,839
(Payments)/additions to commercial paper and ather-term deb- net (552,719 (478,50.) 12,137
Repayment of lor-term deb - - (747)
Repurchase of treasury sha (216,35¢) (183,11) (176,46%)
Exercise of stock optior 79,16 77,46¢ 63,917
Other (409) (57%) (37€)
Cash used for financing activiti (896,86¢) (781,739 (291,369
Effect of Exchange Rate Changes on C 14,11¢ 10,51¢ (2,227
Net change in cash and equivale 637,40! 4,651 50,36«
Cash and equivalents at beginning of y 58,18¢ 53,63¢ 3,171
Cash and Equivalents at End of Y: $ 695,59: $ 58,18¢ $ 53,53t
I I I

See accompanying notes.
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CONSOLIDATED STATEMENT OF SHAREHOLDERS' EQUITY
Less-
Years ended Accumulated Less unearned
December 31, other common compen-
2003, 2002 and 200 $1.20 Additional compre- stock in sation on
(in thousands, preference Common paid-in Retained hensive treasury restricted
except pe-share data) $10 par $1 par capital income income at cost stock Total
Balance at
December 31, 2001 $ 13 $205,83¢ $44,17¢ $2,105,14! $(110,35%) $470,90: $12,86¢ $1,761,04.
Net income - - - 377,03: - - - 377,03
Other comprehensive income (Not¢ - - - - (16,507) - - (16,507)
Comprehensive Income 360,52¢
Dividends ($.98 per shar - - - (189,839 - - - (189,839
Share repurchas - - - - - 176,46¢ - (176,469
Employee stock plar - - 20,407 - - (80,07() 2,44 98,03t
Other - - 55 - - (52€) - 581
Balance at
December 31, 200. 13 205,83¢ 64,63¢ 2,292,34. (126,86() 566,77! 15,31 1,853,88!
Net income - - - 576,76( - - - 576,76(
Other comprehensive income (Nott - - - - 22,89t - - 22,89t
Comprehensive Income 599,65
Dividends ($1.02 per shar - - - (197,016 - - - (197,01¢)
Share repurchas - - - - - 183,11: - (183,11)
Employee stock plar - - 14,73 - - (80,29%) 2,751 92,28¢
Other (13) 14 35 - - (89) - 12t
Balance at
December 31, 200: - 205,85: 79,41( 2,672,08! (103,969 669,49¢ 18,06: 2,165,82
Net income - - - 687,65( - - - 687,65(
Other comprehensive income (Not¢ - - - - 34,441 - - 34,441
Comprehensive Income 722,09:
Dividends ($1.08 per shar - - - (206,542 - - - (206,54))
Share repurchas - - - - - 230,83 - (230,83Y)
Employee stock plar - - 7,047 - - (99,17¢) (150) 106,37
Other - 1 44 2 - (98) - 14E
Balance at December 31, 20C $ - $205,85: $86,50: $3,153,19! $ (69,529 $801,06: $17,91¢ $2,557,05:
| I I I I I I I

See accompanying notes.
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NOTES TO CONSOLIDATED FNANCIAL STATEMENTS
1. Accounting Policies

Principles of consolidation.The consolidated financial statements include to@ants of all subsidiaries and the Company’s shearnings or losses of joint ventures and
affiliated companies under the equity method obaating. All significant intercompany accounts arahsactions have been eliminated.

Use of estimatesThe preparation of financial statements in confeymiith generally accepted accounting principleguiees management to make estimates and
assumptions that affect the amounts reported ifinlacial statements and accompanying notes. Aotsalts could differ from those estimates.

Cash equivalentsCash and cash equivalents include highly liquicstments with original maturities of three monthgess and consist primarily of money market funds
and time deposits at December 31, 2003 and 20@h Buestments are stated at cost, which approeisnaiiarket value and were $695.9 million and $47il%omin 2003 and
2002, respectively. These investments are not sutgesignificant market risk.

Inventories. Inventories are stated at the lower of cost (fimsfirst-out) or market. A significant estimatetime McGraw-Hill Education segment is the resepre f
inventory obsolescence. The reserve is based upoagement’'s assessment of the marketplace of pgeotudemand as compared to the number of unitetly on hand.
Should the estimate for inventory obsolescenc¢hf@iCompany vary by one percentage point, it wbalde an approximate $4.6 million impact on operpfirofit.

Prepublication costs.Prepublication costs, principally outside preparatosts, are amortized from the year of publicativer their estimated useful lives, one to five
years, using either an accelerated or the strdiightmethod. The majority of the programs are airedt using an accelerated methodology. The Comparigdically
evaluates the remaining lives and recoverabilitguath costs, which is sometimes dependent upongrogcceptance by state adoption authorities, basedpected
undiscounted cash flows. If the annual prepublicatimortization varied by one percentage pointctiresolidated amortization expense would have aszé by
approximately $3.0 million.

Investment in Rock-McGraw, Inc. Rock-McGraw owns the Company’s headquarters bugldirNew York City. Rock-McGraw was owned 45% bg tiompany and
55% by Rockefeller Group, Inc. The Company accadifde this investment under the equity method a@amting. In December 2003, the Company sold it €guity
investment in Rock-McGraw, Inc. See Note 14.

Accounting for the impairment of long-lived assetsThe Company accounts for impairment of long-livededs in accordance with Statement of FinanciabAnting
Standards (SFAS) No. 144, “Accounting for the Inpegnt or Disposal of Long-Lived Assets.” SFAS Nd4Zkstablishes a uniform accounting model for ltiwed assets to
be disposed of. The Company evaluates long-livedtagor impairment whenever events or changesdnrostances indicate that the carrying amounnadisset may not be
recoverable. Upon such an occurrence, recoverabiliassets to be held and used is measured byararggthe carrying amount of an asset to forecastetiscounted future
net cash flows expected to be generated by the. és8ee carrying amount of the asset exceedsstsnated future cash flows, an impairment chasgedognized by the
amount by which the carrying amount of the asseteds the fair value of the asset. For long-liveskts held for sale, assets are written down tavéhie, less cost to sell.
Fair value is determined based on discounted dasls fappraised values or management’s estimag@gndiing upon the nature of the assets. There neeirapairments of
long-lived assets, as of December 31, 2003, 2062801, with the exception of the Landoll, Frank&er and related juvenile retail publishing besises (juvenile retail
publishing business), which was adjusted to faiu@dess cost to sell as a result of a plannedodisipn. See Note 13.
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Goodwill and other intangible assetsGoodwill represents the excess of purchase pride@ated costs over the value assigned to theangtble and identifiable
intangible assets of businesses acquired. As oéBber 31, 2003 and 2002, goodwill and other indtefiived intangible assets that arose from actjaiss were $1.3 billion
and $1.3 billion, respectively. On January 1, 2aB2,Company adopted SFAS No. 142, “Goodwill andeDtntangible Assets.” Under SFAS No. 142, gooldavidd other
intangible assets with indefinite lives are not atized, but instead are tested for impairment alipuer if certain circumstances indicate a possiphpairment may exist, in
accordance with the provisions of SFAS No. 142. Thenpany evaluates the recoverability of goodwilll éndefinite lived intangible assets using a twepsmpairment test
approach at the reporting unit level. In the fatgtp the fair value for the reporting unit is comgghto its book value including goodwill. In theseathat the fair value of the
reporting unit is less than the book value, a sdatap is performed which compares the impliedviaiue of the reporting unit’s goodwill to the boekiue of the goodwill.
The fair value for the goodwill is determined basedhe difference between the fair values of #porting units and the net fair values of the ididile assets and liabilities
of such reporting units. If the fair value of theoglwill is less than the book value, the differersceecognized as an impairment. SFAS No. 142 &@qaires that intangible
assets with estimable useful lives be amortized thedr respective estimated useful lives to thérested residual values, and reviewed for impairmiemccordance with
SFAS No. 144, “Accounting for the Impairment or pasal of Long-Lived Assets.” See Note 13.

Beginning in January 2002, the Company didamobrtize goodwill on its books in accordance V8FAS No. 142. Prior to the adoption of SFAS No.,lgibdwill was
amortized on a straight-line basis over periodspfo 40 years. The amount of goodwill amortizatiecognized was $0 million, $0 million and $56.6lion for 2003, 2002
and 2001.

Receivable from/payable to broker-dealers and dealdanks. A subsidiary of J.J. Kenny Co. acts as an undisd@gent in the purchase and sale of municipariiesu
for broker-dealers and dealer banks. The Compadyrteched purchase and sale commitments of $108idmand $238.9 million at December 31, 2003 2002,
respectively. Only those transactions not closdtie@settlement date are reflected in the balaheetsas a component of other current assets dbititiées.

Foreign currency translation. The Company has operations in various foreign etstThe functional currency is the local currefmyall locations, except in the
McGrawHill Education segment where operations that ateresions of the parent have the U.S. dollar astioimal currency. In the normal course of businéesé operatior
are exposed to fluctuations in currency valuesefssand liabilities are translated using currerthexge rates, except certain accounts of units eviwgtional currency is the
U.S. dollar, and translation adjustments are actated in a separate component of shareholderstyed@évenue and expenses are translated at averagbly exchange
rates. Inventory, prepublication costs and propanty equipment accounts of units whose functionakticy is the U.S. dollar are translated usintphisal exchange rates,
and translation adjustments are charged and cdetditeicome.

Revenue.Revenue is recognized when goods are shipped torass or services are rendered. Units whose revismprincipally from service contracts record rave as
earned. Revenue relating to agreements that préeideore than one service is recognized based thprelative fair value to the customer of eaalvise component and as
each component is earned. If the fair value tcctistomer for each service is not objectively debeale, revenue is recorded as unearned and remmyratably over the
service period. Fair value is determined for eaafrise component through a bifurcation analysiscivhielies upon the pricing of similar cash arrangets that are not part of
the multi-element
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arrangement. Advertising revenue is recognized wherpage is run or the spot is aired. Subscriptioome is recognized over the related subscrigieniod.

Product revenue comprises the revenue fronMit@raw-Hill Education segment and the circulatiesenue from Information and Media Services, amiagents
educational products, primarily books and magaziSesvice revenue represents the revenue of tfenéim Services segment and the remaining revehirasmation and
Media Services, and represents information-relagedices and advertising.

Depreciation. The costs of property and equipment are depreciai the straightline method based upon thewviailg estimated useful lives: Buildings and leasdhol
improvements — 15 to 40 years; Equipment and furait three to 10 years.

Advertising expenseThe cost of advertising is expensed as incurred.@dmpany incurred $86 million, $92 million and $I@illion in advertising costs in 2003, 2002
and 2001, respectively.

Allowance for doubtful accounts and sales returnsThe accounts receivable reserve methodology isdhasdistorical analysis and a review of outstagdialances. Tt
impact on the operating profit for a 1% changehim allowance for doubtful accounts is $12.0 millidrsignificant estimate in the McGraw-Hill Eduaati segment, and
particularly within the Higher Education, Profess, and International Group, is the allowancesfles returns, which is based on the historicel sateturn and current
market conditions. The impact on the operatingipfof a 1% change in the allowance for sales refus $10.0 million.

Stock-based compensatiorAs permitted by SFAS No. 123, “Accounting for Ste8ased Compensation,” the Company measures contgensapense for its stock-
based employee compensation plans using the iittrimsthod prescribed by Accounting Principles Bo@ainion No. 25 (APBO No. 25), “Accounting for Stolssued to
Employees.”

As required by SFAS No. 148, “Accounting fao&-Based Compensation-Transition and Discloswar,amendment to SFAS No. 123, the following télhistrates the
effect on net income and earnings per share iCttrmapany had applied the fair value recognition mions of SFAS No. 123 to stock-based employee emsation:

Years Ended December 31
(in thousands excep

earnings per share) 2003 2002 2001
Net income, as reporte $687,65( $576,76( $377,03:
Stock-based compensation cost included in
net income, net of ta $ 9,182 $ 12,98« $ 15,00:
Fair value of stock-based compen-sation
cost, net of ta; $(52,32() $(63,119) $(51,729)
Pro forma net incom $644,51: $526,63: $340,30¢
Basic earnings per common sh
As reportec $ 3.61 $  2.9¢ $ 1.9t
Pro forme $ 3.3¢ $ 27¢ $ 1.7€
Diluted earnings per common shi
As reportec $ 35¢ $ 2.9¢ $ 192
Pro forme $ 3.3t $ 271 $ 174
Basic weighted average shares outstan 190,49: 192,88t 193,88t
Diluted weighted average shares
outstanding 192,00! 194,57: 195,87:

Beginning in 1997, participants who exerciseoption by tendering previously owned shares ofimmn stock of the Company may elect to receiveeatone restoration
option covering the number of shares tendered.dregin options are granted at fair market valuthefCompany’s common stock on the date of thetgh@ve a maximum
term equal to the remainder of the original optemm, and are subject to a six-month vesting period
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Comprehensive incomeThe following table is a reconciliation of the Coamy’s net income to comprehensive income for treyended December 31:

(in thousands) 2003 2002 2001
Net income $687,65( $576,76( $377,03:
Other comprehensive incomr
Foreign currency translation adjustme 34,44: 22,89t (16,507)
Comprehensive incorr $722,09: $599,65¢ $360,52¢

Recent accounting pronouncementdn January 2003, the Financial Accounting Stand&uaisrd (FASB) issued Interpretation No. 46, “Coidation of Variable Interest
Entities, an Interpretation of Accounting Resedcllietin (ARB) No. 51.” The interpretation introdeis a new consolidation model, the variable interegidel, based on
potential variability in gains and losses of thétgrbeing evaluated for consolidation. It providgsdance for determining whether an entity laakificent equity or the
entity’s equity holders lack adequate decision-m@kdibility. These entities, variable interest éedi(VIES), are evaluated for consolidation basetheir variable interests.
Variable interests are contractual, ownership beointerests in an entity that expose their halderthe risks and rewards of the VIE. Applicatairthe interpretation is
required in financial statements that have intsresstructures that are commonly referred to asisppurposes entities for periods ending aftezebeber 15, 2003. For all
other types of variable interest entities the ipteration is required for periods ending after Mat&, 2004. Management does not believe that thisiave a material impact
on the Company’s financial statements.

At its September 9, 2003 meeting, the Accayn8tandards Executive Committee (AcSEC) votegtave the Statement of Position (SOP), “AccounfargCertain
Costs and Activities Related to Property, Planti Equipment.” The SOP would provide guidance fataia costs and activities relating to propertymn) and equipment
(PP&E). The proposal addresses which costs retatBfP&E assets should be capitalized as improvesramt which costs should be charged to expenspass and
maintenance and uses a project stage or timetmesiwork with PP&E assets accounted for at a comydeeel. Under the SOP, enterprises would alseebaired to select
an accounting policy for post-adoption acquisitifrassets that can differ from the componentizagiolicy for pre-adoption assets. ACSEC also coretlithat companies be
required to disclose meaningful ranges with resfieBtP&E depreciable lives. The final SOP will regicompanies to segregate PP&E depreciable I§elaures into range
similar to the concept used by companies whenaligal) ranges of outstanding stock option exeraigeg. The final SOP is expected to be issuedrily 2804 and would be
applicable for fiscal years beginning after Decenitie 2004. Management is currently evaluatingitigact of this pronouncement.

At the January 7, 2004 meeting, the FASB frreal its discussions of the proposed Financialf ®asition (FSP) SFAS No. 106a “Accounting and Risare Requirements
Related to the Medicare Prescription Drug, Improgatrand Modernization Act of 2003.” The proposedR&s issued for comment in December 2003 to asldines
accounting and disclosure implications that areeetgd to arise as a result of the Medicare Presmiprug, Improvement and Modernization Act of 3Qthe Act), which
was enacted on December 8, 2003. The Act introdaigeescription drug benefit under Medicare (Megidart D) as well as a federal subsidy to sporsionstiree healthcal
benefit plans that provide a benefit that is astetuarially equivalent to Medicare Part D. Tésue is whether an employer that provides postreént prescription drug
coverage (a plan) should recognize the effecth@fct on its accumulated postretirement benefigabion (APBO) and net postretirement benefit sastd, if so, when and
how those effects should be accounted for. Specific
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authoritative guidance on the accounting for thefal subsidy is pending and the guidance, wheredssould require the Company to change previaegigrted informatior

The proposed FSP permits a sponsor of a piostreent health care plan that provides a presoripgirug benefit to make a one-time election teedetcounting for the
effects of the Act. The Company has elected togmrst the election until a final FSP is issued.dooadance with this FSP, the net periodic poseetent benefit cost in Note
11 does not reflect the effects of the Act on tlen pManagement is currently evaluating the impédiche Act on its financial statements.

Reclassification.Certain prior year amounts have been reclassiieddmparability purposes.
2. Acquisitions and Dispositions

Acquisitions. In 2003, the Company had a small acquisition andimse price adjustments from its prior years’ @&itjons, totaling $3.7 million. In 2002, the Conmya
acquired seven companies, principally Open UniteRiess, Reality Based Learning and Bredex Cotjoarafor a total of $19.3 million. In 2001, the @pany acquired eig|
companies, principally Financial Times Energy, kr&chaffer Publications, Corporate Value Consulting Mayfield Publishing Company, for $333.2 mifljmet of cash
acquired. All of these acquisitions were accourfibedinder the purchase method. Intangible assetsded for all current transactions are amortizeidgithe straight-line
method for periods not exceeding 15 years. In atzowe with SFAS No. 142, no goodwill amortizatioaswecorded in 2003 or 2002.

Noncash Investing Activities.Liabilities assumed in conjunction with the acqtigsi of businesses:

(in millions) 2003 2002 2001
Fair value of assets acquir $4.1 $20.¢ $369.¢
Cash paid (net of cash acquirt 3.7 19.: 333.2
Liabilities assume: $0.4 $ 1€ $ 36.7

Dispositions.In February 2003, the Company divested S&P ComS{GomStock), the realtime market data unit of Seada& Poor's. The sale resulted in a $56.8 million
after-tax gain (30 cents per diluted share), $&7ilon pre-tax, recorded as a discontinued operatComStock was formerly part of the FinanciahM@8®s segment. The sale
of ComStock to Interactive Data Corporation resulte$115.0 million in cash, an after-tax cash flowpact of $78.7 million, and a reduction in nesets of $28.0 million,
which includes a reduction in net goodwill and ingible assets of $14.3 million. The revenue recdifdem ComStock for the twelve months ended Decerthe2003, 2002
and 2001 was $11.1 million, $65.4 million and $7&illion, respectively.

ComStock provides market data to Institutidnakstors, Retail Brokers, Financial Advisors aider users. The decision to sell ComStock is atesi with the Financial
Services strategy of leveraging the strength aédfsity and fund research information to provid&ua data and analysis to investment managersraedtiment advisors. As
result of this refined strategy, the market datanGStock provides fell outside the core capabilitfest Financial Services is committed to growing.

Juvenile retail publishing business: In Jag2@04, the Company sold the juvenile retail publig business which was part of the McGraw-Hill Ealtion segment’s
School Education Group. The juvenile retail pubhighbusiness produced consumer-oriented learnioduats for sale through educational dealers, masshandisers,
bookstores, and e-commerce. As a result of thisrald disposition, as of December 31, 2003, in atzoare with Statement of Financial Accounting Stasisla
(SFAS) No. 144, “Accounting for the Impairment oisposal of Long-Lived Assets,” the Company reviewles carrying value of the juvenile retail publisfibusiness net
assets and adjusted the net assets to their falkeinaalue less cost to sell. Accordingly, durihg fourth quarter, the Company recognized impaitm#nthe carrying value of
these net assets of
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approximately $75.9 million ($54.1 million net @), $0.28 per diluted share in 2003. Approxima&79.1 million of that charge was a write-off ofagtwill and intangibles.

As a result of the Company'’s planned dispositif the juvenile retail publishing business, @Gwmpany reflected the results of these businessdseontinued operations
for all periods presented. The disposition andltesif operations for the period resulted in a lo6$81.1 million, $57.3 million after-tax, or 3@wts per diluted share.

This business was selected for divestiturié s longer fits within the Company’s strategiap$. The market was considered to have limitedduguowth potential,
possessed unique sales channels, had low profginsaaind would have required significant investmergachieve the limited growth potential.

In 2002, the Company sold MMS International a&cognized a pre-tax loss of $14.5 million ($2ilion aftertax benefit or 1 cent per diluted share). The vergabetwee
the pre-tax loss and the after-tax benefit is g@saiit of previous book write-downs and the inapitif the Company to take a tax benefit for the evdbwns until the unit was
sold. In 2001, the Company sold DRI and recogn&ede-tax gain of $8.8 million ($26.3 million aftexx, or 13 cents per diluted share). The diffeechetween the pre-tax
gain on the sale of DRI of $8.8 million and theeaftax benefit of $26.3 million is the result okpious book write-downs and the inability of thenGmany to take a tax benefit
for the write-downs until the unit was sold.

3. Debt and Other Commitments

At December 31, 2003, the Company had total bomg/of $26.3 million, primarily representing doniesommercial paper borrowings of $21.5 million oratg during
2004.

The Company has two revolving credit faciiiyreements, consisting of a $625 million, five-yeaolving credit facility (Five-year Facility) aral$575 million, 364-day
revolving credit facility. The Company’s $675 milli, 364-day revolving facility agreement, entenett ion July 23, 2002, expired on July 22, 2003.J0ly 22, 2003, the
Company replaced this credit facility with a new3fy, $575 million credit facility that allows it tworrow until July 20, 2004, on which date the liacagreement terminat
and the maturity of such borrowings may not berldtan July 20, 2005. The Company continues togfacility fee of five basis points on the 364-dagility whether or not
amounts have been borrowed and borrowings may e atal5 basis points above the prevailing LIBOs:aThe commercial paper borrowings are also stepby a
$625 million, five year revolving credit facilityyhich expires August 15, 2005. The Company payxiity fee of seven basis points on the five-ygadit facility whether or
not amounts have been borrowed, and borrowingsbeagade at 13 basis points above the prevailingdRBates. All of the facilities contain certain emants, and the only
financial covenant requires that the Company notes indebtedness to cash flow ratio, as definfedif@ 1 at any time. This restriction has nevesrbexceeded. At
December 31, 2003 and 2002, there were no borr@ainder any of the facilities.

The Company also has the capacity to issuerieittle Commercial Notes (ECNs) of up to $240 wiiilliECNs replicate commercial paper, except treCtbmpany has an
option to extend the note beyond its initial red&@orpdate to a maximum final maturity of 390 dalewever, if exercised, such an extension is aghérireset rate, which is
at a predetermined spread over LIBOR, and is reltéhe Compang commercial paper rating at the time of extenséana result of the extension option, no backujgifes
for these borrowings are required. As is the casie @mmercial paper, ECNs have no financial comenarhere were no ECNs outstanding at Decembe2®13 and 2002.

For 2002, eighty percent of the commercialgrdrrowings outstanding were classified as largit This amount was determined based upon the Gaygdetailed
financial budgets and cash flow forecasts and supploe Company’s ability and intent to retain tthébt level throughout the next year.
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Under a shelf registration that became effeatvith the Securities and Exchange Commissior®B01an additional $250 million of debt securitias be issued.

A summary of long-term debt at December 3ibfos:

(in millions) 2003 2002
Commercial paper supported by bank revolving cragieemen $ - $458.£
Other (primarily acquisition related note 0.4 04
Total lon¢-term debr $0.4 $458.¢

The Company paid interest on its debt totaiigl million in 2003, $22.2 million in 2002 and1$6 million in 2001.
The carrying amount of the Company’s commégmaper borrowings approximates fair value.

As of December 31, 2003 the Company’s unca@riit purchase obligation payments for each ofy#srs 2004 through 2007 and thereafter are appedgiyn
$36.9 million, $28.8 million, $2.4 million, $1.7 ition and $0.3 million, respectively.

4. Segment Reporting and Geographic Information

The Company has three reportable segments: McGiiflizdHication, Financial Services and Informatiordaviedia Services. The McGraw-Hill Education segtiermne of
the premier global educational publishers andeddingest U.S.-owned educational publisher serthegelementary and high school (elhi), college amigersity, professional,
and international markets. The segment comprisesofverating groups: the School Education Group,taedigher Education, Professional, and Intermai&roup. In
January 2004, the Company divested Landoll, Frarfiaffer and related juvenile retail publishing Imesises, which were part of the McGraw-Hill Educasegment. As a
result of the planned disposition as of Decembe2803, in accordance with SFAS No. 144, the Compaefiected the results of these businesses asrdisced operations.
See Note 2.

The Financial Services segment operates uhdeBtandard & Poor’s brand as one reporting urdt@ovides credit ratings, evaluation services, amalyses globally on
corporations, financial institutions, securitizedlgroject financings, and local, state and sogargovernments. Financial Services provides a vadge of analytical and
data services for investment managers and investatisors globally. The Financial Service segnigmiso a leading provider of valuation and corisglservices. In
February 2003, the Company divested S&P ComStobichwwvas formerly part of the Financial Servicegrsent. S&P ComStock is reflected as a discontiraptation on
the face of the income statement. See Note 2.

The Information and Media Services segmentm@sas two operating groups, which include busirsessprofessional media offering information, ifgignd analysis: the
Business-to-Business Group (comprising the BrawdsnessWeekMcGraw-Hill Construction, Platt#yviation Weeland Healthcare Information) and the Broadcastinou@:

Information as to the operations of the trgegments of the Company is set forth below basatdenature of the products and services offerbd. Hxecutive Committee,
comprising the Company’s principal corporate exizest is the Company’s chief operating decision enand evaluates performance based primarily oratipg profit. The
accounting policies of the operating segmentstaesame as those described in the summary of isigmifaccounting policies — refer to Note 1 for @@mpany’s significant
accounting policies.

The operating profit adjustments listed betedate to the operating results of the corporatiéyenvhich is not considered an operating segmamd, includes all corporate
(income) expenses of $(38.2) million, $91.9 millemd $93.1 million, respectively, for 2003, 200212001, and interest expense of $7.1 million, $2&ilson, and
$55.1 million, respectively, of the Company. Inaddn corporate income for 2003 is the gain from
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sale of Rock-McGraw, Inc. of $131.3 million, Seet&l@4. Corporate assets consist principally of eaghequivalents, investment in Rock-McGraw, Ipeepaid pension
expense, deferred income taxes and leasehold iraprents related to subleased areas.

Foreign operating profit from continuing buesses was $219.1 million, $188.5 million, and $4 Hiillion in 2003, 2002 and 2001, respectively.dign revenue, operating
profit and long-lived assets include operation86rcountries. The Company does not have operaitioasy foreign country that represents more thanos%s consolidated
revenue. Transfers between geographic areas amalegtat agreed upon prices and intercompany revend profit are eliminated.

All income statement categories have beemtesto exclude the results of discontinued opanatiSegment information for the years ended Deeeidib, 2003, 2002, and
2001 was as follows:

Information
McGraw -Hill Financial and Media Segment Consolidated
(in millions) Education Services Services Totals Adjustments Total

2003

Operating revenu $2,286.: $1,769.: $772.€ $4,827.¢ $ - $4,827.¢
Operating profi 321.¢ 667.€ 109.¢ 1,099.: 31.1 1,130.*
Depreciation and amortizatiot 340.t 34.7 20.1 395.: 3.0 398.:
Assets 2,755. 873.¢ 433.1 4,061.¢ 1,332.% 5,394..
Capital expenditures 258.7 57.t 15.1 331.: 1.7 333.C
Technology project additior 14.£ 11.7 - 26.2 1.9 28.1
2002

Operating revenu $2,275.( $1,555." $809.£ $4,640.. $ - $4,640.:
Operating profi 333.( 560.¢ 118.C 1,011.¢ (114.9 897.4*
Depreciation and amortizatiol 340.¢ 32.¢ 21.¢ 395.1 5.1 400.2
Assets 3,024.t 819.¢ 446.5 4,290.¢ 741.€ 5,032.:
Capital expenditures 281.2 25.2 12.7 319.: - 319.c
Technology project additior 47.c 2.4 4.4 54.1 14 B55.5
2001

Operating revenu $2,230.: $1,398.: $846.1 $4,474.¢ $ - $4,474.¢
Operating profi 273.% 425.¢ 65.C 764.2 (148.1) 616.1*
Depreciation and amortizatior 325.¢ 51.2 26.2 403.1 34 406.t
Assets 3,069.¢ 847.5 481.2 4,398.t 762.7 5,161.
Capital expenditures 354.¢ 29.1 27.¢ 411.¢ - 411.¢
Technology project additior 21.4 1.C 5.3 27.7 1.1 28.¢

* Income from continuing operations before taxesrarome.

T Includes amortization of goodwill and intanlgi assets and prepublication costs. Goodwill aizedion of $0 million, $0 million and  $51.6 mdh for 2003, 2002

and 2001

¥ Includes purchase of property and equipment anestments in prepublication cos

The following is a schedule of revenue and longdiassets by geographic location:

2003 2002 2001

Long-lived Long-lived Long-lived
(in millions) Revenue assets Revenue assets Revenue assets
United State: $3,862.¢ $2,591.: $3,780.: $2,848.¢ $3,679.¢ $2,830.!
European regio 541.2 74.5 463.¢ 63.2 427.¢ 114.C
Rest of world 424.( 71.€ 396.2 66.€ 367.1 56.2
Total $4,827.¢ $2,737. $4,640.: $2,978.¢ $4,474.¢ $3,000.¢
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5. Restructuring

In the fourth quarter of 2001, the Company annodreceorldwide restructuring program that includes éxiting of certain businesses, product linesraatkets in each of its
operating segments. As part of the restructuringram, the Company is focusing its resources osethaisinesses and products with higher profit margnhd improving the
effectiveness of the organization. As a result,Gbenpany recorded a restructuring and asset impaircharge of $159.0 million pretax. This chargedamprised of

$62.1 million for McGraw-Hill Education, $43.1 nidh for Financial Services, $34.9 million for Infoation and Media Services and $18.9 million forwate. The aftetrax
charge recorded is $112.0 million, or 57 centsdileted share. $123.0 million of the restructurexpenses were classified as operating related sgpem the Consolidated
Statement of Income for the year ended Decembe2®11, and $36.0 million were considered non-opegaflhe operating related expenses consisted o2$8illion in
employee severance and benefit costs and $92.i@miill asset impairment losses. The non-operatipgrses consisted of $36.0 million related to thigevdowns of certain
e-commerce and emerging technology investments.

The restructuring that was recorded at Decerdbge2001 consisted of the following:

(in millions)
Employee severance and benefit c $ 30.2
Asset impairment loss¢ 128.¢
Total $159.(

Employee severance and benefit costs of $80l@n includes a planned workforce reduction ppeoximately 925 people related to the exiting eftain business
activities, product lines and publishing program&¢ discontinued or curtailed, and other effartrtprove the effectiveness of the organizationDAtember 31, 2002, all
employees have been terminated under this restingtand all employee severance and benefit coste waid.

Asset impairment losses of $128.8 million irt# $36.6 million associated with the exiting & McGraw-Hill Education’s business training coursekvoperation,
$37.2 million attributed to the disposing of nonagtgic properties in the investment services aréanancial Services and costs associated withliggosal, $36.0 million
primarily arising from losses on McGraw-Hill Consttion’s e-commerce investments and emerging tdogganvestments in the venture fund, and $19.0ionilon the write-
off of certain assets.

Changes in the marketplace led to a shifinline learning solutions which impacted McGraw-Hiifiucation’s business training coursework operatiés a result and as
part of the restructuring, the Company initiateceaiting of the business training coursework operest leading to a charge of approximately $36.8iom! This charge is
primarily comprised of write-offs of prepublicati@osts and goodwill associated with the operation.

As a result of the Company'’s decision to dsgpof the non-strategic properties in the investreervices area, losses of approximately $37.4anillvere recognized which
comprised the complete write-off of certain invesiits and the write-down of goodwill associated witbperties to be sold. As part of the restructyptan, discussions were
initiated with potential buyers and the writedowfrgoodwill was determined based upon the net reblevalues. The remaining carrying values of tlassets approximated
$22 million and the disposals were completed withie year.

Also reflected in the total asset impairmestses is $36.0 million primarily arising from lossm McGraw-Hill Construction’s e-commerce investitseand the emerging
technology investments in the venture fund as then@any has decided to scale back on these ing&tiVhese impairment losses reflect the permanétg-down of the
investments to fair value that was determined bagped the earnings capability and expected cashdlathe related investments.

The $19.0 million is primarily attributed toet write-off of net assets associated with the rnog and product lines to be discontinued.
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At December 31, 2001, the remaining resenegppioximately $36.5 million was included in otleerrent liabilities. The restructuring was comptese December 31,
2002.

6. Taxes onIncome

Income from continuing operations before taxesrmoine resulted from domestic operations (includangign branches) and foreign subsidiaries’ operetias follows:

(in millions) 2003 2002 2001
Domestic operation $1,036.: $836.( $582.2
Foreign operation 94.C 61.4 33.¢
Total income before taxe $1,130.: $897.« $616.1

A reconciliation of the U.S. statutory taxeab the Company’s effective tax rate for financégorting purposes follows:

2003 2002 2001
U.S. statutory rat 35.(% 35.(% 35.(%
Goodwill amortizatior - - 14
Effect of state and local income ta 3.¢ 3.¢ 3.¢
Disposition of businesst 2.1 1.2 (2.7
Restructuring and asset impairm - - 2.8
Other- net (1.9) (1.9 (1.9
Effective tax rate 39.1% 36.2% 38.7%
The provision for taxes on income consisttheffollowing:
(in millions) 2003 2002 2001
Federal:
Current $343.¢ $207.1 $196.¢
Deferred (35.]) 47 4 (8.2)
Total federa 308.: 254.t 188.¢
Foreign:
Current 27.2 17.5 13.€
Deferred (0.49) (0.5) (1.1
Total foreign 26.€ 17.C 12.7
State and loca
Current 117.C 36.C 38.€
Deferred (9.6) 17.€ 1.7
Total state and loc: 107.¢ 53.€ 36.€
Total provision for taxe $442.¢ $325.¢ $238.¢

The principal temporary differences betweenahcounting for income and expenses for finamejabrting and income tax purposes as of Decembéul®@iv:

(in millions) 2003 2002*
Fixed assets and intangible as $224.: $197.C
Prepaid pension and other exper 199.7 176.(
Unearned revent 47.4 47.£
Reserves and accru: (306.9) (284.))
Postretirement and postemployment ben: (84.5) (86.5)
Deferred gain on sale leaseb: (86.0) -
Other- net (20.2) (19.5)
Deferred tax (asset)/liabilit- net $ (25.€) $ 30.

* 2002 reclassified for comparability purposes.
The Company made net income tax paymentsrigt&B28.4 million in 2003, $246.0 million in 20@2d $202.4 million in 2001.

The Company has not recorded deferred incaxestapplicable to undistributed earnings of fareigbsidiaries that are indefinitely reinvesteébireign operations.
Undistributed earnings amounted to approximatef6$aillion at December 31, 2003, excluding amotnés, if remitted, generally would not result inyeadditional U.S.
income taxes because of available foreign tax tsetlithe earnings of such foreign subsidiarieseneot indefinitely reinvested, a deferred taxiligbof approximately
$46 million would have been require



7. Rental Expense and Lease Obligatior

Rental expense for property and equipment undepaltating lease agreements was as follows:

(in millions) 2003 2002

2001
Gross rental expen: $187.5 $173.2 $154.¢
Less: sublease reven 7.1 19.¢ 29.¢
Net rental expens $180.¢ $153.2 $124.¢

The Company is committed under lease arrangemevering property, computer systems and offgpgipment. Certain lease
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arrangements contain escalation clauses coverangased costs for various defined real estate x@®perating services.

Minimum rental commitments, including rent pants on the sale—leaseback described in Notentiérexisting non-cancelable leases with a remgitérm of more than
one year, are shown in the following table. Theteahmental commitments for real estate was redbge®l7 million in 2004 and then by approximatelyrfidlion a year
thereafter through 2008 for sublease income.

(in millions)
2004 $ 139.¢
2005 130.(
2006 117.c
2007 109.t
2008 108.¢
2009 and beyon 1,426.¢
Total $2,032.

8. Capital Stock

On January 27, 1999, the Board of Directors appt@vehare repurchase program authorizing the repsecof up to 15 million shares, approximately 7df%he Company’s
outstanding common stock. The Company completegribgram in December 2003 after repurchasing 2lBomishares for $135.9 million in 2003, for a totd 15 million
shares totaling $855.1 million at an average pofcapproximately $57.01 per share.

On January 29, 2003 the Board of Directorg@ygd a new stock repurchase program authoriziegtiichase of up to 15 million additional sharesiciv was
approximately 7.8% of the Company’s outstanding imam stock. The Company repurchased 1.1 millioneshfor $76.7 million in 2003 under this progranaataverage
price of approximately $68.26 per share.

The repurchased shares will be used for génerporate purposes, including the issuance afeshia connection with the exercise of employeekstiptions for stock
compensation plans. In the event of a significaméstment opportunity, the Company may slow theedeepurchase activity.

The number of common shares reserved for igsuBor employee stock plan awards was 25,520,4P2eember 31, 2003 and 28,348,251 at Decemb&0RP,. Under th
Director Deferred Stock Ownership Plan, 296,840 298,812 common shares were reserved for issuaridecamber 31, 2003 and 2002, respectively.

In the third quarter 2002, the Company redekaikof the outstanding shares of $1.20 convestjiseference stock. The redemption price of $4Gpare, as provided by
the terms of the preference stock, became payathieltlers, who did not otherwise convert their sRanto the Compang’common stock, on September 1, 2002. Most hc
elected conversion prior to redemption. None ofdbievertible preference shares provided a benétioiaversion feature at the time they were oridinalsued.

Two million shares of preferred stock, pauea$l per share, are authorized; none have baegrdis800,000 shares have been reserved for issuadee a Preferred Share
Purchase Rights Plan adopted by the Company’s Bufdbitectors on July 29, 1998. Under the 1998 Righian, one Right for each share of common stat&tanding was
issued to shareholders of record on August 14, 1988se Rights will become exercisable only if espa or group acquires 20% or more of the Compatyrsmon stock or
announces a tender offer that would result in theeyship of 20% or more of the common stock. EaigthRwill then entitle the holder to buy a 1/400tkerest in a share of
Series A preferred stock at an exercise price 60$The Rights are redeemable by the Company’sdBofabDirectors for one-quarter cent each prior 2086 acquisition by a
third party. The 1998 Plan also gives the Board of
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Directors the option to exchange one share of comstack of the Company for each Right (not ownedHheyacquirer) after an acquirer holds 20% butfleas 50% of the
outstanding shares of common stock. In the evétet, @ person or group acquires 20% or more ofXbmpany'’s stock, that the Company is acquiredrireager or other
business combination transaction of 50% or moiiesafonsolidated assets or earnings power are salih Right becomes exercisable for common stogivalgnt to two
times the exercise price of the Right.

In 2003, dividends were paid at the quarteate of $0.27 per common share. Total dividends0080 per preference share were paid in 2002. illiends on preference
stock are cumulative. Total dividends paid in 200302 and 2001 were $206.5 million, $197.0 milleord $189.8 million, respectively.

9. Stock Plan Awards

The Company applies the provisions of APBO No.“28counting for Stock Issued to Employees,” in asating for its stock-based awards. Accordingly compensation
cost has been recognized for its stock option pidiner than for its restricted stock performanceams. The Company has three stock option plan2@b2, 1993 and 1987
Employee Stock Incentive Plans.

The Plans provide for the granting of inceatstock options, nonqualified stock options, stapkreciation rights, restricted stock awards, detestock (applicable to the
1987 Plan only) or other stock-based awards tohase a total of 47.3 million shares of the Compsuegimmon stock — 9.2 million shares under the 1387, 28.6 million
shares under the 1993 Plan and 9.5 million shavdsrithe 2002 Plan, as amended.

Stock options, which may not be granted at@gess than the fair market value of the Comfmogmmon stock at date of grant, vest in two yéaeqqual annual
installments and have a maximum term of ten years.

The fair value of each option grant was estad@n the date of grant using the Black-Scholé®oypricing model with the following assumptions for@) 2002 and 200:
respectively: risk-free average interest rate 8%2.5.1% and 4.7%; dividend yield of 1.8%, 1.6% amPb; volatility of 22%, 29% and 28%; and expedtitof five years for
all years.

A summary of the status of the Company'’s stoufion plans as of December 31 and activity dutireggyear follows:

Weighted
average exe-

(in thousands of shares) Shares cise price
Outstanding at December 31, 2( 12,20¢ $42.97
Options grante: 4,80¢ 60.1¢
Options exercise (2,099 36.6¢
Options cancelled and expir (341 51.3¢
Outstanding at December 31, 2( 14,57¢ $49.3¢
Options grante: 4,987 67.0¢
Options exercise (1,709 39.6¢
Options cancelled and expir (341) 58.8(
Outstanding at December 31, 2( 17,52 $55.1¢
Options grante: 5,10¢ 56.9¢
Options exercise (2,027) 45.9¢
Options cancelled and expir (584) 65.3:
Outstanding at December 31, 2( 20,01( $56.3:
I I

At December 31, 2003, 2002 and 2001, optiond 2,920,000, 10,689,000 and 8,340,000 sharesmifron stock were exercisable. The weighted avedegealue of
options granted during 2003, 2002 and 2001 wasl®1$19.87 and $16.76, respectively.
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A summary of information about stock optiongstanding and exercisable at December 31, 2003xfsi

(in thousands of shares) Options Outstanding Options Exercisable
Range of Weighted averagt Weighted average Weighted average
exercise prices Shares remaining term exercise price Shares exercise price

$16.78 to $24.9 691 2.12 year: $21.0% 691 $21.0%
$25.41 to $38.0 1,11c 4.08 year: $36.2¢ 1,113 $36.2¢
$38.47 to $57.6. 8,08¢ 7.51 year: $53.2¢ 3,941 $50.1¢
$57.72 t0 $70.4 10,11% 7.72 year $63.3% 7,16¢ $62.5(
$16.78 to $70.4 20,01( 7.24 year: $56.32 12,92( $54.2¢

I I

Under the Director Deferred Stock OwnershignPh total of 296,840 shares of common stock eserved as of December 31, 2003, and may be aldditgeferred stock
accounts for eligible Directors. In general, tharPiequires that 50% of eligible Directors’ anne@inpensation plus dividend equivalents be creddeteferred stock
accounts. Each Director may also elect to defesradl portion of the remaining compensation ancehavequivalent number of shares credited to tferm@el stock account.
Recipients under this Plan are not required toideegonsideration to the Company other than rendeservice. Shares will be delivered as of the datipient ceases to b
member of the Board of Directors or within five yeéhereafter, if so elected. The Plan will remaieffect until terminated by the Board of Directar until no shares of
stock remain available under the Plan.

Restricted stock performance awards have gesmrted under the 2002, 1993 and 1987 Plans. Theseted stock awards will vest only if the Compachieves certain
financial goals over various vesting periods. Otfestricted stock awards have total vesting peraddg to three years with vesting beginning onfttet anniversary of the
awards. Recipients are not required to provide idenation to the Company other than rendering serand have the right to vote the shares and tvwedividends.

A total of 294,876 restricted shares wereadsat an average market value of $56.42 in 2008875 shares at an average market value of $66.2802 and 264,213
shares at an average market value of $59.28 in.Z08Lawards are recorded at the market valueedate of grant. Initially, the total market vahfethe shares is treated as
unearned compensation and is charged to expens¢heveespective vesting periods. Under APBO No f@5performance incentive shares, adjustmentslaeemade to
expense for changes in market value and achieveofiéntincial goals. Restricted stock compensatioarged to expense was $14.6 million for 2003, &2dlllion for 2002
and $24.4 million for 2001. Restricted shares amding at the end of the year were 738,847 in 2008,872 in 2002 and 670,959 in 2001.

10. Retirement Plans

The Company and its subsidiaries have a humbeefofetl benefit pension plans and defined contrisufilans covering substantially all employees. Thenpany’s primary

pension plan is a noncontributory plan under whiehefits are based on employee career employmentemsation. The Company also sponsors voluntargk3@lans under
which the Company may match employee contributigno certain levels of compensation as well asitgsbaring plans under which the Company conteisua percentage
of eligible employees’ compensation to the empleyeaecounts.
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For purposes of determining annual pensioh, po®r service costs are being amortized straliglet over the average remaining service periodroployees expected to
receive benefits. For 2003, the assumed returdamassets of 8.75% is based on a calculated meglaed value of assets, which recognizes chaimngesirket value over
five years. The 2003 return assumption was redfroad 9.5% on January 1, 2003, to reflect lower etgeé returns on investments due to expected teng-market weakne:
Additionally, effective January 1, 2003, the Compahanged its discount rate assumption on itsememt plans to 6.75% from 7.25% utilized in 200&e&ive January 1,
2004, the Company changed its discount rate assomn its retirement plans to 6.25% from 6.75%2083. There was no change in the 2004 expecterhretuplan asset
assumption. Prior years balances have been restateclude a non-U.S. plan previously not consatkdi.

A summary of net periodic benefit income foe Company’s defined benefit plans are as follows:

(in millions) 2003 2002 2001
Service cos $ 35.¢ $ 29.z $25.¢
Interest cos 50.2 47.1 45.¢
Expected return on ass¢ (96.9) (105.2) (99.5)
Amortization of:

Transition asse 0.2 0.2 0.2
Prior service cos 0.4 1.2 1.1
Actuarial (gain) (3.9) (16.¢) (20.7)
Net periodic benefit (income $(13.9) $ (449 $(46.€)

U.S. weighted average assumptions used to
determine net cost — January 1:

Discount rate 6 3/4% 7 1/%% 7 1/2%

Compensation increase fac 51/z 51/z 51/z

Return on asse 8 3/4 91/z 91/z
I I I

The Company also has unfunded supplementaifibg@rans to provide senior management with supgletal retirement, disability and death benefitsit@in supplemental
retirement benefits are based on final monthly iegs Pension cost was approximately $7.5 millionZ003, $6.4 million for 2002 and $6.7 million 001. The accrued
benefit obligation as of December 31, 2003 and 2082 $46.1 million and $40.6 million, respectively.

Total retirement plans cost was $68.6 million2003, $33.7 million for 2002 and $23.1 milliéer 2001.

The funded status of the defined benefit pensf December 31 follows:

(in millions) 2003 2002

Change in benefit obligation

Net benefit obligation at beginning of ye $737.C $660.(
Service cos 35.¢ 29.2
Plan amendmen 0.€ 11
Interest cos 50.2 47.1
Plan participan’ contributions 1.2 11
Actuarial loss 72.C 31.:
Gross benefits pai (40.2) (38.9)
Currency effec 8.5 5.€
Net benefit obligation at end of ye $865.% $737.C

I I

The accumulated benefit obligation at the @n2003 and 2002 was $770.7 million and $613.8iam|Irespectively.

(in millions, except percentages) 2003 2002
U.S. weighted average assumptions used to determibenefit
obligations — December 31:
Discount rate 6 1/4% 6 3/4%
Compensation increase fac 51/z 51/z

Change in plan asset

Fair value of plan assets at beginning of y $ 821.1 $997.1
Actual return on plan asse 228.2 (149.¢)
Employer contribution 11.7 6.2
Plan participan’ contributions 1.2 11
Gross benefits pai (40.2) (38.9)
Currency effec 6.2 4.€
Fair value of plan assets at end of y $1,028.¢ $821.1

I I

Benefits paid in the above table include ahlyse amounts contributed directly to or paid diyeitom assets.
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The funded status of the plans, reconciletthécamount reported on the statement of finanaaitipn follows:

End of year (in millions) 2003 2002
Funded status at end of ye $163.( $ 84.C
Unrecognized net actuarial lc 119.5 173.€
Unrecognized net transition obligati - 0.2
Unrecognized prior service cot 2.1 2.C
Net amount recognize $284.¢ $259.¢

Pension Benefits

End of year (in millions) 2003 2002
Prepaid benefit co: $288.2 $261.2
Accrued benefit cos (3.€) (1.9
Net amount recognize $284.¢ $259.¢

The following tables reflect pension plansnarily unfunded nonqualified plans and a non-Ulan, with a projected benefit obligation in excebthe fair value of plan
assets and an accumulated benefit obligation iesxof the fair value of plan assets for the yeaded in December 31, 2003 and 2002:

Projected benefit
obligation exceeds the

(in millions) fair value of plan assets
End of year 2003 2002
Projected benefit obligatic $173.7 $183.7
Accumulated benefit obligatic $E $@
Fair value of plan asse $E $m

Accumulated benefit
obligation exceeds the

(in millions) fair value of plan assets

End of year 2003 2002
Projected benefit obligatic $75.2 $183.7
Accumulated benefit obligatic $E $E
Fair value of plan asse $_— $E

Information about the expected cash flowslierdefined benefit plans are as follows:

Employer contributions (in millios) $ 12.¢

2004 (expectec

Expected benefit payments (in rtidns)

2004 $ 38.C
2005 39.2
2006 40.7
2007 42.c
2008 44 .4
2002013 $262.(

The above table reflects the total benefifzeeted to be paid from the plans or from the Comisaamssets including both the Company’s share ebimnefit cost and the
participants’ share of the cost.

The asset allocation for the Company’s dornetgfined benefit plan at the end of 2003 and 200G2the target allocation for 2004, by asset caegee as follows:

Target Percentage of plar

Asset Category Allocation  assets at year end
2004 2003 2002
Domestic Equity securitie 60% 62% 62%
International Equity 20 18 16
Debt securitie: 20 19 21
Other - 1 1
Total 10C% 10C% 10(%

The defined benefit plan has no investmehhénCompan’s common stock



The investment of assets on behalf of the Gopjs defined benefit plans focuses on both theodppity for capital growth and the reinvestmentrafome. The growth
potential is primarily from capital appreciatiomifin stocks and secondarily from the reinvestmeimadme from fixed instruments. The mix of assetsstablished after
careful consideration of the long-term performanafeasset classes and an analysis of future lisgsiliinvestments are selected based on their fiaitém
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enhance returns, preserve capital, and reducelbvelatility. Holdings are well diversified withieach asset class, which includes U.S. and fotimeks, high-quality bonds,
annuity contracts and cash.

The Company has several foreign pension platsdo not determine the accumulated benefitebassets available for benefits as disclosed alidve@amounts involved
are not material and are therefore not included.

Assets of the defined contribution plan cansignarily of index funds, equity funds, debt inshents and McGraw-Hill common stock. The U.S. giaid approximately
1.8 million and 1.9 million shares of McGraw- Hibmmon stock at December 31, 2003 and 2002, régplctwith market values of $124.1 million and $17 million,
respectively. The plan received dividends on McGrlt common stock during 2003 and 2002 of $2.0liom and $1.9 million, respectively.

11. Postretirement Healthcare and Other Benefits

The Company and some of its domestic subsidiaregge certain medical, dental and life insuraneediits for retired employees and eligible depetslerhe medical and
dental plans are contributory while the life insw@ plan is noncontributory. The Company curreddgs not fund any of these plans.

Postretirement benefit cost was $9.5 millior2003, $9.1 million in 2002 and $8.0 million in®0

The Company uses a measurement date of Dec&@hlfer its postretirement healthcare and othereliss. A summary of the components of the co&0a3, 2002 and
2001 follows:

Components of net periodic benefit cost

(in millions) 2003 2002 2001
Service cos $ 22 $ 25 $24
Interest cos 10.€ 10.2 9.9
Amortization of:
Prior service cos (3.5) (2.5) (2.5)
Actuarial (gain) - (1.3 (1.8)
Net periodic benefit cot $ 95 $91 $8.C

A summary of the components of the unfundestretirement benefit obligation as of December@bws:

Change in benefit obligation

(in millions) 2003 2002
Net benefit obligation at beginning of ye $167.2 $142.(
Service cos 2.2 2.E
Interest cos 10.€ 10.z
Plan participan’ contributions 2.E 2.C
Plan amendmen (10.9 -
Actuarial loss 16.7 25.¢
Gross benefits pai (16.0 (14.9
Net benefit obligation at end of ye $173.( $167.2

Weighted average assumption used to determine beitedbligations, end of year

2003 2002
Discount rate 6.25% 6.7%%
Change in plan assets

(in millions) 2003 2002

Fair value of plan assets at beginning of \ $ - $ -

Employer contribution 13.t 12.¢

Plan participan’ contributions 2.5 2.C

Gross benefits pai (16.0 (14.€

Fair value of plan assets at end of y $ - $ -

Employer contribution and benefits paid in #i@ve table include only those amounts contribdiegttly to or paid directly to the plan.

(in millions) 2003 2002
Funded status at end of ye $(173.0 $(167.2)
Unrecognized net actuarial loss(ge 12.4 4.2)
Unrecognized prior service cot (7.5) 0.7

Net amount recognize $(168.7) $(172.9)
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Information about the expected cash flowsttierother postretirement benefit plans follows:

Expected benefit paymentgin millions)

2004 $14.2
2005 14.¢
2006 15.
2007 16.1
2008 16.€
2002013 90.1

The above table reflects the total benefifzeeted to be paid from the Company’s assets.

The initial weighted average healthcare cats for 2003 and 2002 were 10.00% and 10.25%ecésply. The assumed weighted average healthcatarend rate will
decrease ratably from 10.00% in 2003 to 5.5% ir22@1d remain at that level thereafter. The weightegtage discount rate used to measure expens@. V& in 2003 and
7.25% in 2002. Assumed healthcare cost trends aaignificant effect on the amounts reported ferhiealthcare plans. A one percentage point changssumed healthcare
cost trend creates the following effects:

One- One-
Percentage Percentage
Point Point
(in millions) Increase Decrease
Effect on total of service and interest ¢ $ 0.8 $ (0.8
Effect on postretirement benefit obligati $13.C $(12.7)

12. Earnings Per Share

A reconciliation of the number of shares used fdcalating basic earnings per common share antedilearnings per common share follows:

(in thousands) 2003 2002 2001
Net income $687,65( $576,76( $377,03:
Average number of common shares outstan 190,49: 192,88t 193,88t
Effect of stock options and other dilutive secex 1,51z 1,68t 1,98t

Average number of common shares outstanding
including effect of dilutive securitie 192,00! 194,57: 195,87

Restricted performance shares outstandingeaedber 31, 2003 of 739,000 were not includedeérctmputation of diluted earnings per common shaoause the
necessary vesting conditions have not yet been met.

13. Goodwill and Intangible Assets

Effective as of January 1, 2002, the Company adbBtatement of Financial Accounting Standards (S 142, “Goodwill and Other Intangible Asset8rider SFAS

No. 142, goodwill and other intangible assets wittefinite lives are no longer amortized but andeeed annually or more frequently if impairmendicators arise. Th
Company performed the required transitional impaintrreview of goodwill as of January 1, 2002. Facreof the reporting units, the estimated fair galas determined
utilizing the expected present value of the futaish flows of the units. In all instances, thereated fair value of the reporting units exceedeit thook values and therefore
no write-down of goodwill was required.
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The following table reflects unaudited pronfiar results of operations of the Company, givingetffo SFAS No. 142 as if it were adopted on Jgnlia?001:

Twelve Months Ended
December 31, (in thousands

except earnings per share) 2003 2002 2001
Net income, as reporte $687,65( $576,76( $377,03:
Add back: amortization expense, net of - - 34,83:
Pro forma net incom $687,65( $576,76( $411,86:

Basic earnings per common she

As reportec $ 3.61 $ 2.9¢ $ 1.9t
Pro forma $ 3.61 $ 2.9¢ $ 21z
Diluted earnings per common sha
As reportec $ 35¢ $ 2.9¢ $ 192
Pro forma $ 35¢ $ 2.9¢ $ 2.1C
The following table summarizes the activitygimodwill for the periods indicated:
December 31
(in thousands) 2003 2002
Beginning balanc $1,294,83. $1,231,02:
Net change from acquisitions a
dispositions (72,73% 9,08¢
Purchase price allocatio - 39,14¢
Other 17,78: 15,56¢
Total $1,239,87 $1,294,83.
The following table summarizes net goodwilldsgment:
December 31
(in thousands) 2003 2002
McGraw-Hill Education $ 858,77 $ 913,62
Financial Service 287,40! 288,23t
Information and Media Servict 93,69t 92,97
Total $1,239,87 $1,294,83.
The following table summarizes the activitygimodwill for the periods indicated:
December 31
(in thousands) 2003 2002
McGraw-Hill Education Beginning balanc $913,62- $853,82¢
Additions/(dispositions (61,287 15,27:
Purchase price allocatio - 39,14¢
Other 6,43¢ 5,37¢
Total $858,77 $913,62-
Financial Services Beginning balar $288,23t $288,40(
Additions/(dispositions (12,32) (4,979
Other 11,49¢ 4,81t
Total $287,40! $288,23t
Information and Media Services Beginning bala $ 92,97: $ 88,79¢
Additions/(dispositions 87t (1,204
Other (157) 5,37¢
Total $ 93,69t $ 92,97:

There were no material acquisitions or dispass for the periods indicated both individuallydain the aggregate, and therefore pro forma firgmtformation is not
required. Included in the McGraw-Hill Education sent’s additions/dispositions is $61.3 million afagiwill impairment associated with the planned dgspon of the
juvenile retail publishing business. See Not




The following table summarizes other intanggb$ubject to amortization at the dates indicated:

December 31,

(in thousands) 2003 2002
Copyrights $ 465,03: $ 475,05¢
Accumulated amortizatio (220,167) (202,81))
Net copyrights 244.86¢ 272,24
Other intangible: 306,08¢ 308,17¢
Accumulated amortizatio (125,92) (107,66¢)
Net other intangible 180,16¢ 200,51
Total gross intangible asst $771,11¢ $ 783,23
Total accumulated amortizatic (346,08, (310,47°)
Total net intangible asse $ 425,03t $ 472,75t

In 2003 net intangibles have been adjuste8 $#ilion for impairment due to the planned dispiosi of the juvenile retail publishing business.

Intangible assets are being amortized onaégsit-line basis over periods of up to 40 years oftimation expense for intangibles totaled $33.%iom, $38.8 million and
$34.9 million for the twelve months ended Decen@fer2003, 2002 and 2001, respectively. The weighateage life of the intangible assets at DecerBbeR003, is
16 years. The projected amortization expense fangible assets, assuming no further acquisitiomispositions, is approximately $27 million peay@ver the next five
years.

The following table summarizes other intanggbhot subject to amortization at the dates indiat

December 31
(in thousands) 2003 2002

FCC License: $38,06¢ $38,06"

14. Sale-Leaseback Transaction

In December 2003, the Company sold its 45% equnitgstment in Rock-McGraw, Inc. Rock-McGraw, Inc.manthe Company’s headquarters building in New Yoitk. The
transaction which was valued at $450.0 million)uded assumed debt. Proceeds from disposition $&82.1 million. The sale resulted in a pre-tax g&i$131.3 million and
an aftertax benefit of $58.4 million, 30 cents giuted share in 2003.

The Company will remain an anchor tenant o&twhill continue to be known as The McGraw-Hill Cpamies building and will continue to lease spaoenfRock-
McGraw, Inc., under an existing lease for approxetyal6 years. Currently, the Company leases apmately 18% of the building space. The lease iad¢p@iccounted for as
an operating lease. Pursuant to sale-leasebackrug rules, as a result of the Company’s continagolvement, a gain of approximately $212.3 railli($126.3 million
after-tax) was deferred and will be amortized dherremaining lease term as a reduction in renées@. The Company'’s degree of involvement was miated to be “more
than minor,” since the present value of future mimin lease payments under the current lease wategtean 10% of the fair value of the property.

As of December 31, 2003, the minimum leasev@Eaits to be paid for each of the years 2004 thr@@gI8 and in the aggregate thereafter are appragiyn®17.2 million,
$16.9 million, $16.9 million, $17.6 million, and 84 million, respectively, and $218.6 million thafter.
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REPORT OF MANAGEMENT

To the Shareholders of
The McGraw-Hill Companies, Inc .

The financial statements in this report were pregdry the management of The McGraw- Hill Compariies, which is responsible for their integrity aobjectivity.

These statements, prepared in conformity adttounting principles generally accepted in theté¢hStates and including amounts based on manadgisrbest estimates
and judgments, present fairly The McGraw-Hill Comies’ financial condition and the results of thenfany’s operations. Other financial informationeagivin this report is
consistent with these statements.

The McGraw-Hill Companies’ management mairgarsystem of internal accounting controls desigogaovide reasonable assurance that the finareiards accurately
reflect the Company’s operations and that the Coygeassets are protected against loss. Consisténthvitconcept of reasonable assurance, the Conmpeognizes that tt
relative costs of these controls should not ex¢eeedxpected benefits in maintaining these conttbfarther assures the quality of the financedards in several ways: a
program of internal audits, the careful selectiod &raining of management personnel, maintainingrganizational structure that provides an appederilivision of financial
responsibilities, and communicating financial atiteo relevant policies throughout the corporatibime financial statements in this report have begfited by Ernst & Young
LLP, independent auditors, in accordance with anuglistandards generally accepted in the UniteceStdthe independent auditors were retained to eg@ne opinion on the
financial statements, which appears on the next.pag

The McGraw-Hill Companies’ Board of DirectotSrough its Audit Committee, composed entirelyoofside directors, is responsible for reviewing amehitoring the
Company’s financial reporting and accounting pgi The Audit Committee meets periodically witmagement, the Company’s internal auditors andritiependent
auditors to ensure that each group is carryingtsuiespective responsibilities. In addition, thdépendent auditors have full and free accesstétitlit Committee and meet
with it with no representatives from managemensene.

- )
%;a:,&aé ﬂf
i
I
Harold McGraw llI

Chairman of the Board, President and
Chief Executive Officer

[t . Bukeak

Robert J. Bahash
Executive Vice President and
Chief Financial Officer
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REPORT OF INDEPENDENT AUDIORS

The Board of Directors and
Shareholders of
The McGraw-Hill Companies, Inc .

We have audited the accompanying consolidated balsiheets of The McGraw-Hill Companies, Inc. aBe¢ember 31, 2003 and 2002, and the related coiasetl
statements of income, shareholdeguity and cash flows for each of the three yaathe period ended December 31, 2003. These fiabstatements are the responsibility
the Company’s management. Our responsibility sxjaress an opinion on these financial statemerstscban our audits.

We conducted our audits in accordance withtengdstandards generally accepted in the UnitedeSt Those standards require that we plan andrpethe audit to obtain
reasonable assurance about whether the finanatahsénts are free of material misstatement. Antancludes examining, on a test basis, evidenceating the amounts ar
disclosures in the financial statements. An audit écludes assessing the accounting principled asd significant estimates made by managementelias evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, the consolidated financialtstaents referred to above present fairly, in altarial respects, the consolidated financial posité The McGraw-Hill
Companies, Inc. at December 31, 2003 and 2002thendonsolidated results of its operations andath flows for each of the three years in the pezimded December 31,
2003, in conformity with accounting principles gealy accepted in the United States.

As discussed in Note 13 to the consolidatedrftial statements, the Company adopted Staterh&ntancial Accounting Standards No. 142 in 2002.

Ganet ¥ MLLP

New York, New York
January 27, 2004
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SUPPLEMENTAL FINANCIAL INFORMATION

Quarterly Financial Information (Unaudited) *

(in thousands, except per-share datdf) First quarter Second quarter Third quarter Fourth quarter Total year
2003
Operating revenu $830,81+ $1,172,01! $1,602,66 $1,222,35 $4,827,85
Income from continuing operations before taxesmmome 63,27: 226,65¢ 459,20¢ 381,14(®) 1,130,27
Income from continuing operatiol 39,86: 142,79! 289,29¢ 215,8540) 687,81
Earnings/(loss) from discontinued operati 55,53: (760) 997 (55,93() (161)
Net income 95,39: 142,03t 290,29¢ 159,924 687,65(
Earnings per shar
Basic earnings per she
Income from continuing operatiol 0.21 0.7t 1.52 1.3 3.61
Net income 0.5C 0.7% 1.52Z 0.84 3.61
Diluted earnings per sha
Income from continuing operatiol 0.21 0.7t 1.51 1.1z 3.5¢
Net income 0.5C 0.74 1.51 0.8¢ 3.5¢
2002
Operating revenu $809,37: $1,149,35: $1,540,201 $1,141,25: $4,640,18.
Income from continuing operations before taxesnmoime 46,38t 214,35¢ 420,784 215,86 897,39!
Income from continuing operatiol 28,99! 133,97- 274,0849) 134,91 571,96t
Earnings/(loss) from discontinued operati 211 2,49¢ 2,13t (48) 4,79¢
Net income 29,20: 136,47( 276,21 134,86¢ 576,76(
Earnings per shar
Basic earnings per she
Income from continuing operatiol 0.1t 0.6¢ 1.4z 0.7¢C 2.97
Net income 0.1t 0.71 1.4z 0.7¢ 2.9¢
Diluted earnings per sha
Income from continuing operatiol 0.1t 0.6¢ 1.41 0.6¢ 2.9
Net income 0.1t 0.7¢ 1.42 0.6¢ 2.9¢
2001
Operating revenu $806,82 $1,104,05! $1,487,45! $1,076,26. $4,474,60.
Income from continuing operations before taxesmomne 32,3849 173,794 389,13¢ 20,800 616,12
Income from continuing operatiol 19,9169 119,85:® 239,32( (1,409 ® 377,68t
Earnings/(loss) from discontinued operati 47t 14¢ 16€ (1,447) (654)
Net income 20,39:@ 119,99°® 239,48t (2,845 O 377,03
Earnings per shar
Basic earnings per she
Income from continuing operatiol 0.1C 0.62 1.2¢ (0.0)) 1.9t
Net income 0.11 0.6z 1.24 (0.01) 1.9t
Diluted earnings per sha
Income from continuing operatiol 0.1C 0.61 1.2z (0.0)) 1.9:2
Net income 0.1C 0.61 1.22 (0.0)) 1.92
I
*See page 84 for notes to the Quarterly Financidrimation.
High and Low Sales Prices of The McGraw-Hill Compares Common Stockf
2003 2002 2001
First Quartel $62.5¢-51.7¢ $69.7(-58.8¢ $64.7.-54.0¢
Second Quarte 66.15%-55.4¢ 68.7:-56.3( 70.8+-57.8¢
Third Quartel 64.51-58.6( 65.9¢-50.71 67.95-50.5¢
Fourth Quarte 70.0(-61.9¢ 66.3(-55.51 61.8(-48.7(
Year $70.0(-51.7¢ $69.7(-50.71 $70.87-48.7(
I I I

tThe New York Stock Exchange is the principal maddewhich the Corporation’s shares are traded.
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ELEVEN—YEAR FINANCIAL REVIEW

(in thousands, except per-share data, operating gtatics and number of employees, as restated)(a)* 2003 2002

Operating Results by Segment and Income Statistic
Operating Revenue

McGraw-Hill Education $2,286,16. $2,275,01!
Financial Service 1,769,09: 1,555,72
Information and Media Servict 772,60: 809,43¢
Total Operating Revenue 4,827,85 4,640,18.
Operating Profit

McGraw-Hill Education 321,75: 332,94¢
Financial Service 667,59 560,84!
Information and Media Servict 109,84 118,05:
Operating Profit 1,099,18 1,011,841

Share of profit of Macmillan/McGraw-Hill School Plighing Company®) - -
Unusual charge$" - -
Gain on exchange of Shepard’s/McGraw- %l - -

General corporate income/(expen&g) 38,18¢ (91,939
Interest expens (7,097) (22,517
Income From Continuing Operations Before Taxes Onricome @b.c.d.efghi 1,130,27 897,39!
Provision for taxes on incomn 442,46t 325,42¢

Income From Continuing Operations Before Extraordinary Item and Cumulative Adjustment 687,81: 571,96t

Discontinued Operations:

Net earnings/(Loss) from discontinued operati@ (162) 4,79¢
Income Before Extraordinary Item and Cumulative Adjustment 687,65( 576,76(

Early extinguishment of debt, net of & - -
Cumulative effect on prior years of changes in aoting (™ - —

Net Income $ 687,65( $ 576,76(
Basic Earnings Per Share

Income from continuing operations before extracadjritem and cumulative adjustme $ 3.61 $ 2.97
Discontinued operatior - 0.0z
Income before extraordinary item and cumulativeisisent $ 3.61 $ 2.9¢

Extraordinary item and cumulative adjustméht - -

Net income $ 3.61 $ 2.9¢

Diluted Earnings Per Share

Income from continuing operations before extracadjritem and cumulative adjustme $ 3.5¢ $ 2.9
Discontinued operatior - 0.0z
Income before extraordinary item and cumulativeisisent $ 3.5¢ $ 2.9¢

Extraordinary item and cumulative adjustm&Ht - -

Net income $ 3.5¢ $ 2.9¢
Dividends per share of common stc $ 1.0¢ $ 1.0z

Operating statistics

Return on average sharehol¢ equity 29.6% 29.0%
Income from continuing operations before taxes psraent of revenu 23./% 19.2%

Income before extraordinary item and cumulativeisitpent as a percent of operating reve 14.2% 12.4%

Balance sheet dat:

Working capital $ 262,41 $ (100,98
Total asset 5,394,06: 5,032,18:
Total debt 26,34« 578,33
Shareholder equity $2,557,05. $2,165,82;
Number of employees 16,06¢ 16,50¢

I I

*See page 84 for notes to the Eleven-Year Finaftésiew.
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ELEVEN—YEAR FINANCIAL REVIEW

2001

2000

1999

1998

1997

1996

1995

1994

1993

$2,230,23  $1,979,30: $1,734,92 $1,620,34: $1,573,79 $1,277,89! $1,235,57; $1,162,15 $ 667,44
1,398,30:  1,205,03: 1,163,64. 1,037,021 878,25 766,62 705,01 669,71t 628,15
846,06  1,007,55 1,030,01' 1,015,59: 1,035,83. 990,92: 962,37 896,96 876,00
447460  4,191,89 3,928,58 3,672,96 3,487,89 3,035,43! 2,902,97 2,728,83! 2,171,69!
273,33 307,67: 273,66 202,07t 187,72 151,92 162,60 125,76t 49,37:
425,91 383,02 358, 15! 338,65t 245,15 241,47 214,70 201,64 186,42:
65,00: 212,92: 185,55: 139,35: 158,87 131,39° 130,14 120,48; 116,75
764,25 903,61 817,37 680,08 591,75: 524,79 507,45t 447 88 352,54¢
- - - - - - - - 28,37¢
- - - - - (25,000 - - (229,80()
- - - - - 418,73: - - -
(93,062 (91,38 (83,280 (80,68%) (75,349 (62,079 (63,570 (54,139 (48,53
(55,070 (52,84 (42,019 (47,96) (52,54) (47,656) (58,76¢) (51,749 (36,347)
616,12: 759,39 692,08 551,43 463,86 808,79¢ 385,12( 342,00 66,24:
238,43 292,36 269,91 215,06 177,610 316,68 158,66 140,90 54,69¢
377,68t 467,03( 422,16 336,37 286,25 492,11: 226,45: 201,10 11,54¢
(654 4,88¢ 3,40¢ 2,93t 2,44; 1,43: 36C 65€ (159)
377,03 471,91t 425 57 339,31 288,69 493 54: 226,81 201,75 11,38;
- - - (8,716 - - - - -
- (68,12 - - - - - - -
$ 377,03 $ 403,79 $ 42557 $ 330,59 $ 288,69 $ 49354 $ 226,81 $ 201,75 $ 11,38
$ 19 $ 241 $  21F $ 171 $ 14t $ 24t $  1.1¢ $ 1.0z $  0.0€
- 0.0z 0.0z 0.01 0.01 - - - -
$ 19 $  24: $ 217 $ 172 $  1.4€ $ 24t $  1.1¢ $ 1.0z $  0.0€
- (0.35) - (0.04) - - - - -
$ 1.9 $  20¢ $ 217 $  1.6¢ $  1.4€ $ 24t $ 114 $ 1.0z $  0.0€
$ 19 $ 23t $ 218 $  1.6¢ $  14: $  24¢€ $  1.1¢ $ 1.0z $  0.0€
0.01 0.0z 0.01 0.01 0.0z 0.01 - - -
$ 19 2.41 $ 21 $  1.7C $ 14t $ 247 $  1.1¢ $ 1.0z $  0.0€
- (0.35) - (0.09) - - - - -
$ 1.9 $  2.0¢ $  2.1¢ $  1.6€ $ 14t $ 247 $ 114 $ 1.0z $  0.0€
$ 09 $ 09 $ 08¢ $  07¢ $ 07z $  0.6€ $  0.6C $  05¢ $ 057
20.7% 23.5% 26.7% 22.9% 20.€% 41.%% 23.5% 23.% 1.3%
13.8% 18.1% 17.6% 15.0% 13.5% 26.6% 13.%% 12.5% 3.1%
8.4% 11.5% 10.6% 9.2% 8.2% 16.%% 7.8% 7.4% 0.5%
$ (63,446 $ 20,90t $ (14,73) $ 94,49 $ 217,91 $ 92,62 $ 157,24 $ 94,48 $ 28,46
5161,19  4,931,44. 4,118,11 3,817,33 3,740,56' 3,668,38. 3,081,84 2,984,74! 3,066,75!
1,056,52.  1,045,37 536,44 527,59 684,42 581,36¢ 628,66 762,80 928,71
$1,853,88  $1,761,04 $1,648,49 $1,508,99! $1,394,38. $1,322,82° $ 998,96 $ 877,26 $ 788,58
17,138 16,76 16,37¢ 15,89 15,69( 16,22( 15,45; 15,33 15,66
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Notes to the Quarterly Financial Information on page 81.
Note: Earnings per share may not crossfoot dueunding.

(a) Operating revenue, income from continuing apens before taxes on income, and income fromicoimg operations for years 2003, 2002 and 200k lieeen restated to
exclude amounts associated with discontinued oipesatin 2003 the Company adopted the Discontir@perations presentation, outlined in SFAS No. 1Adcounting for
the Impairment or Disposal of Long-Lived Assetsis@ntinued operating components, revenue and tipgnarofit of S&P ComStock and juvenile retail pishing business
historically included in the Financial Services aMdGraw-Hill Education segments, respectively, @stated in discontinued operations. 2003 discaetiroperations include
$87.5 million on the divestiture of S&P ComStockT® million after-tax gain or 30 cents per dilusfthre), and an $81.1 million loss on the plannsgodition of the
juvenile retail publishing business ($57.3 milliaftel-tax loss or 30 cents per diluted share) which sudssequently sold on January 30, 2004. Discontiopedations in years
2002 and 2001 reflect net after-tax earnings/(l&ssh the operations of S&P ComStock and juverglait publishing business.

(b) 2003 results include a pre-tax gain on saleaf estate of $131.3 million ($58.4 million aftes gain, or 30 cents per diluted share).

(c) 2002 results reflect a pre-tax loss of $14illion and an after-tax benefit of $2.0 millioncént per diluted share on the sale of MMS Inteameti. The variance between
the pre-tax loss on the sale of MMS Internatiomal the aftertax benefit is the result of previonslbwrite-downs and the inability of the Companyédke a tax benefit for the
write-downs until the unit was sold.

(d) Includes a $6.9 million pre-tax gain, 2 cems diluted share, on the sale of a building.

(e) Includes an $8.8 million pre-tax gain ($26.@ion after-tax gain, 13 cents per diluted shase)the disposition of DRI; the variance betweengtetax gain recognized on
the sale of DRI of $8.8 million and the after-taenkfit of $26.3 million is the result of previousdk write-downs and the inability of the Companyake a tax benefit for the
write-downs until the unit was sold. It also inohsda $22.8 million pre-tax loss ($21.9 million aftex charge, 11 cents per diluted share) on theirf) ofBlue List, the
contribution of Rational Investors and the writeaioof selected assets.

(f) Includes a $159 million pre-tax charge ($11&llion after tax, 57 cents per diluted share)tfue restructuring and asset write-downs.
Notes to the 11-Year Financial Review on page 82.

(a) Allincome statement categories presentedpxoe discontinued operations, have been restatedclude amounts associated with discontinuedatipas. In 2003 the
Company adopted the Discontinued Operations pratienf outlined in SFAS No. 144, “Accounting foethmpairment or Disposal of Long-Lived Assets.” éiatinued
operating components, revenue and operating mb8&P ComStock and juvenile retail publishing mesis historically included in the Financial Sersiead McGraw-Hill
Education segments, respectively, are restatets@otinued operations. 2003 discontinued operatindude $87.5 million on the divestiture of S&Br@Stock

($57.2 million after-tax gain or 30 cents per ddlditearnings per share), and an $81.1 million losthe planned disposition of juvenile retail pubiigy business ($57.3 million
after-tax loss or 30 cents per diluted earningsspare) which was subsequently sold on Januar2(®B}. Discontinued operations in years 2002—20f0€atenet after-tax
earnings/(loss) from the operations of S&P ComStautt juvenile retail publishing business and 19993lreflect net after-tax earnings/(loss) from dperations of S&P
ComsStock.

(b) 2003 income from continuing operations inclidepretax gain on sale of real estate of $131Bm{$58.4 million after-tax gain, or 30 centsrpkluted earnings per
share).

(c) 2002 income from continuing operations befavees reflects a $14.5 million pre-tax loss ($2ibiom after-tax benefit, or 1 cent per diluted séjgon the disposition of
MMS International.

(d) 2001 income from continuing operations befiasees reflects the following items: a $159.0 millipre-tax charge for restructuring and asset vetitern; an $8.8 million
pre-tax gain on the disposition of DRI; a $22.8limil pre-tax loss on the closing Bfue List, the contribution of Rational Investors and théevdown of selected assets; ar
$6.9 million pre-tax gain on the sale of a building

(e) 2000 income from continuing operations betases reflects a $16.6 million gain on the sal@@fer Group.
(f) 1999 income from continuing operations beftaees on income reflects a $39.7 million gain anghle of the Petrochemical publications.

(g) 1998 income from continuing operations befasees on income reflects a $26.7 million gain de s&a building and a $16.0 million charge at Gouing Education
Center for write-down of assets due to a contingiegline in enroliments.

(h) 1997 income from continuing operations befasees on income reflects a $33.2 million provisionthe consolidation of office space in New YorityGand a
$20.4 million gain on the sale of Datapro InforratServices.

(i) 1996 operating profit excludes a net gaintoé éxchange of Shepard’s/McGraw-Hill for the Tinvisror Higher Education group comprising a $418.iflion gain on the
exchange and a $25 million one-time charge fogireton costs.

() 1995 income from continuing operations beftaees on income reflects a $26.8 million provisionbest practices initiatives and a $23.8 millgain on sale of the topical
publishing division of Shepard’s/McGraw-Hill.

(k) Reflects The McGraw-Hill Companies’ share abfit of Macmillan/McGraw-Hill School Publishing @epany through September 30, 1993.
Macmillan/McGraw-Hill results are consolidated efige October 1, 1993 in the McGraw-Hill Educat®egment.
() 1993 amount reflects unusual charges in cotoreevith the acquisition of the additional 50%erest in Macmillan/McGraw-Hill.

(m) The cumulative adjustment in 2000 reflectsaHeption of SAB 101, Revenue Recognition in FinalrBtatements. The cumulative adjustment in 1@9i2cts the
adoption of the provisions of SFAS No. 106, “Em@oy Accounting for Postretirement Benefits Othbam Pensions,” and SFAS No.112, “Employers’ Accimgntor
Postemployment Benefits.” The extraordinary iteri®98 relates to costs for the early extinguishnoé®155 million of the Company’s 9.43% Notes dgrthe third quarter.
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SHAREHOLDER INFORMATION
Annual Meeting

The 2004 annual meeting will be held at 11 a.mWadnesday, April 28 at the Corporation’s world heatters: 1221 Avenue of the Americas Auditoriumg #oor New
York, NY 10020-1095.

The annual meeting will also be Webcast at wmegraw-hill.com.
Stock Exchange Listing
Shares of the Corporation’s common stock are tradiadarily on the New York Stock Exchange. MHPHs ticker symbol for the Corporation’s common stock
Investor Relations Web Site

Go to www.mcgraw-hill.com/investor_relations todin

. Dividend and stock split histol
. Stock quotes and chai
. Investor Fact Bool
. Financial reports, including the annual reportxgrstatement and SEC filing
. Corporate governance informati
. Financial news releas
. Management presentatio
. Investor ~mail alerts
Investor Kit

Available online or in print, the kit includes tharrent annual report, proxy statement, 10-QK1@urrent earnings release and dividend reinvestraed direct stock purcha
program.

Online, go to www.mcgraw-hill.com/investor_atbns and click on the Digital Investor Kit.

Requests for printed copies can be e-mailédviestor_relations@mcgrawhill. com or mailed tedstor Relations, The McGraw-Hill Companies, 122kAue of the
Americas, New York, NY 10020-1095.

You may also call Investor Relations toll-fie866.436.8502. International callers may did@.212.2192.
Shareholder Services
InvestorService DirectM allows registered shareholders to view and martagje account online. Go to www.melloninvestor.casu/i

For shareholder assistance, call Mellon IraeServices, the Corporation’s transfer agentsftelk at 888.201.5538, or write to Mellon Invessarvices, PO Box 3316,
South Hackensack, NJ 07606-1937.

News Media Inquiries
Go to www.mcgraw-hill.com/media to view the lat€gmpany news and information or to submit an e-imajliry.

You may also call 212.512.2826 or write to @wate Affairs, The McGraw-Hill Companies,1221 Auverof the Americas, New York, NY 10020-1095.
Direct Stock Purchase and Dividend Reinvestment Pia

This program offers a convenient, low-cost waynieesst in the Corporation’s common stock. Participaan purchase and sell shares directly througlptbgram, make
optional cash investments weekly, reinvest divideaidld send certificates to the transfer agentdfakeeping.

To order the prospectus and enroliment fooal the automated request line at 800.842.762@rive to Mellon Investor Services, PO Box 3316, ®adackensack, NJ
07606-1937.

For specific questions about the program, Mallon Investor Services at 888.201.5538.
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McGraw-Hill Education

Scott C. Marden
President
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Exhibit 21
THE McGRAW-HILL COMPANIES, INC.
Subsidiaries of Registrant

Listed below are all the subsidiaries of Registrartept certain inactive subsidiaries and cex#tier McGraw-Hill's subsidiaries which are not indéd in the listing because
considered in the aggregate they do not consttsignificant subsidiary as of the end of the yeasered by this Report.

State or Percentage
Jurisdiction of Voting
of Securities
Incorporation Owned
The McGrav-Hill Companies, Inc New York Registran
BizNet. TV, Inc. New York 50
*BizNet, LLC Delaware 80
CTB/McGraw-Hill LLC Delaware 10C
International Advertising/McGra-Hill, Inc. Delaware 10C
Landoll, Inc.t Ohio 10C
McGraw-Hill Broadcasting Company, In New York 10C
McGraw-Hill Capital, Inc. New York 10C
*International Valuation Services, In Delaware 40
McGraw-Hill Interamericana, Inc New York 10C
McGraw-Hill International Enterprises, In New York 10C
*McGraw-Hill Interamericana do Brasil Ltd: Brazil 10C
*McGraw-Hill Korea, Inc. Korea 10C
*McGraw-Hill (Malaysia) Sdn.Bhc Malaysia 10C
McGraw-Hill News Bureaus, Inc New York 10C
McGraw-Hill New York, Inc. New York 10C
McGraw-Hill Publications Overseas Corporati New York 10C
McGraw-Hill Real Estate, Inc New York 10C
McGraw-Hill Ventures, Inc. Delaware 10C
Money Market Directories, Int New York 10C
Standard & Po('s Europe, Inc Delaware 10C
Standard & Poc's International, LLC Delaware 10C
*Credit Rating Information Services of India Limik India 9.6
*Taiwan Ratings Corporatio Taiwan 50
Standard & Poc's International Services, In Delaware 10C
Standard & Poc's Investment Advisory Services LL Delaware 10C
Standard & Poc('s, LLC Delaware 10C
Standard & Poc('s Securities Evaluations, Ir New York 10C
*J.J. Kenny Drake, Inc New York 10C
*Kenny Services, Inc New York 10C
Standard & Poc('s Securities, Inc Delaware 10C
Sunshine International, In Delaware 10C
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State or Percentage
Jurisdiction of Voting
of Securities
Incorporation Owned

Beijing Business -win Information & Consultant Cc China 50
Colinalibros, S.A Argentina 10C
Editora McGrav-Hill de Portugal, Ltda Portugal 10C
Editorial Interamericana, S./ Colombia 10C
Lands End Publishin New Zealanc 10C
McGraw-Hill Australia Pty Limited Australia 10C
*McGraw-Hill Book Company New Zealand Limite New Zealanc 10C
*Mimosa Publications Pty Ltc Australia 10C
*Carringbush Publications Pty Lt Australia 10C
*Dragon Media International Pty Lt Australia 10C
*Platypus Media Pty Ltc Australia 10C
*Yarra Pty Ltd. Australia 10C
*Standard & Poc's (Australia) Pty Ltd Australia 10C
*Standard & Poc's Information Services (Australia) Pty L Australia 10C
McGraw-Hill Data Service:- Ireland, Ltd. Ireland 10C
McGraw-Hill Holdings Europe, Ltd United Kingdom 10C
*McGraw-Hill Finance Europe Limite: United Kingdom 10C

* McGraw-Hill Iberia, Inc Delaware 10C
*McGraw-Hill International (U.K) Limited United Kingdom 10C
*Open International Publishing Limite United Kingdom 10C
*Standard & PoC's AB Sweder 10C
*Standard & Poc's EA Ratings Russie 70
*The McGraw-Hill Companies Gmb}t Germany 10C
*The McGraw-Hill Companies, S#¢ France 10C
*The McGraw-Hill Companies, SRI Italy 10C
*The McGraw-Hill Companies Limitec United Kingdom 10C
*Standard & Poc's Fund Services Asia Limite Hong Kong 10C
*Standard & Poc's Fund Services, Gmb Germany 10C
*Standard & Poc's Fund Services, SaF France 10C
*Standard & Poc's Fund Services, In Massachusett 10C
*The McGraw-Hill Companies Switzerland Gmb Switzerland 10C
*Xebec Multi Media Solutions Limite: United Kingdom 10C
McGraw-Hill Information Systems Company of Canada Limi Ontario, Canad 10C
McGraw-Hill/Interamericana de Chile Limitac Chile 10C
McGraw-Hill/Interamericana de Espana, S Spain 10C
*Standard & Poc's Espana, S./ Spain 10C
McGraw-Hill/Interamericana de Venezuela S. Venezuele 10C
McGraw-Hill/Interamericana Editores, S.A. de C.V. Mex 10C
*Grupo McGrav-Hill, S.A. de C.V. Mexico 10C
McGraw-Hill/Interamericana, S.A Panam: 10C
McGraw-Hill Ryerson Limited Ontario, Canad 70
MHFSCO, Ltd. U.S. Virgin Islands 10C
Shortland Publication New Zealanc 10C
Standard & Po('s, S.A. de C.V Mexico 10C
Tata McGrav-Hill Publishing Company Private Limite India 66.2¢
The McGrav-Hill Companies (Canada) Cor Nova Scotia, Canac 10C

Exhibit 21

*Subsidiary of a subsidiary.

1Sold in January 2004 as part of the Landoll, Fréokaffer and relate juvenile retail publishing Inesises disposition.
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Exhibit (23
CONSENT OF INDEPENDENT AUDITORS

We consent to the incorporation by reference is #rinual Report on Form 10-K of The McGraw-Hill Cpanmies, Inc. (“Company”) of our report dated Jag2i, 2004,
included in the 2003 Annual Report to ShareholdéBhe McGraw-Hill Companies, Inc.

Our audits also included the consolidated finarstialement schedule of The McGraw-Hill Companies, listed in Item 15 (a)(2). This schedule is egponsibility of the
Company’s management. Our responsibility is to egpran opinion based on our audits. In our opirf@consolidated financial statement schedulenedeo above, when
considered in relation to the basic financial steats taken as a whole, presents fairly in all nelteespects the information set forth therein.

We also consent to the incorporation by referendbé Registration Statement on Form S-3 (No. 3333 pertaining to the Debt Securities of The Ma&+tdill Companies,
Inc. and in the Registration Statements on Formp®#&ining to the 1983 Stock Option Plan for Gffeand Key Employees (No. 2-84058), the 1987 KeplByee Stock
Incentive Plan (No. 33-22344), the 1993 EmployeeiStncentive Plan (No. 33-49743, No. 33-30043 Blind 33-40502), the 2002 Stock Incentive Plan (N\893224), the
Director Deferred Stock Ownership Plan (No. 33-0§8&hd The Savings Incentive Plan of McGraw-Hiic.land its Subsidiaries, The Employee Retiremexbént Plan of
McGraw-Hill, Inc. and its Subsidiaries, The Starti&Poor’s Savings Incentive Plan for RepresenteplByees, The Standard & Poor’s Employee RetirerAenbunt Plan
for Represented Employees, The Employees’ Invedtflam of McGraw-Hill Broadcasting Company, Incdats Subsidiaries (No. 33-50856) and in the relg®spectuses
of our report dated January 27, 2004 with respetie consolidated financial statements incorpdr#iterein by reference, and our report includetthénpreceding paragraph
above with respect to the consolidated financitieshent schedule included in this Annual ReportrFd0-K) of The McGraw-Hill Companies, Inc.

ERNST & YOUNG LLP

New York, New York
February 27, 2004
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Exhibit (31.1

Annual Certification Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Harold W. McGraw lll, certify that:

1. | have reviewed this annual report on Forr-K of The McGrav-Hill Companies, Inc.

2. Based on my knowledge, this report does not @o@tay untrue statement of a material fact or dmitate a material fact necessary to make thenstatts made, in
light of the circumstances under which such stateseere made, not misleading with respect to #rég covered by this repo

3. Based on my knowledge, the financial statememtd,other financial information included in thipogt, fairly present in all material respects tmahcial condition,
results of operations and cash flows of the regyidtas of, and for, the periods presented in gpsnt;

4. The registrant’s other certifying officer(s) ahare responsible for establishing and maintaimisglosure controls and procedures (as definecan&nge Act
Rules 13-15(e) and 15-15(e)) for the registrant and ha

(a) Designed such disclosure controls and procedaresgused such disclosure controls and procedortes designed under our supervision, to ensutaraterial
information relating to the registrant, includirig consolidated subsidiaries, is made known toyustiers within those entities, particularly duriihg period in
which this report is being prepare

(b) Evaluated the effectiveness of the registrangsldsure controls and procedures and presentddsimeport our conclusions about the effectivereéshe
disclosure controls and procedures, as of the éttegeriod covered by this report based on swefuation; anc

(c) Disclosed in this report any change in the regigts internal control over financial reportingttoccurred during the registrant’s most recemgfiguarter (the

registrant’s fourth fiscal quarter in the case fanual report) that has materially affected saeasonably likely to materially affect, the rexgist's internal
control over financial reporting; ar

5. The registrant’s other certifying officers andave disclosed, based on our most recent evaluatimiernal control over financial reporting, teetregistrant's auditors
and the audit committee of the regist’s board of directors (or persons performing thewedent functions)

@ All significant deficiencies and material weakses in the design or operation of internal cordka@r financial reporting which are reasonably hkel adversely
affect the registra’s ability to record, process, summarize and refpmahcial information; an
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Exhibit (31.1

Annual Certification Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

(b) Any fraud, whether or not material, that involveanagement or other employees who have a signifioe in the registrant’s internal control overaincial
reporting.

Date: February 27, 2004

/s/ Harold W. McGraw Il

Harold W. McGraw Il
Chairman, President ai
Chief Executive Office
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Exhibit (31.2

Annual Certification Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Robert J. Bahash, certify that:

1. | have reviewed this annual report on Forr-K of The McGrav-Hill Companies, Inc.

2. Based on my knowledge, this report does not @o@tay untrue statement of a material fact or dmitate a material fact necessary to make thenstatts made, in
light of the circumstances under which such stateseere made, not misleading with respect to #rég covered by this repo

3. Based on my knowledge, the financial statememtd,other financial information included in thipogt, fairly present in all material respects tmahcial condition,
results of operations and cash flows of the regyidtas of, and for, the periods presented in gpsnt;

4. The registrant’s other certifying officer(s) ahare responsible for establishing and maintaimisglosure controls and procedures (as definecan&nge Act
Rules 13-15(e) and 15-15(e)) for the registrant and ha

(a) Designed such disclosure controls and procedaresgused such disclosure controls and procedortes designed under our supervision, to ensutaraterial
information relating to the registrant, includirig consolidated subsidiaries, is made known toyustiers within those entities, particularly duriihg period in
which this report is being prepare

(b) Evaluated the effectiveness of the registrangsldsure controls and procedures and presentddsimeport our conclusions about the effectivereéshe
disclosure controls and procedures, as of the éttegeriod covered by this report based on swefuation; anc

(c) Disclosed in this report any change in the regigts internal control over financial reportingttoccurred during the registrant’s most recemgfiguarter (the

registrant’s fourth fiscal quarter in the case fanual report) that has materially affected saeasonably likely to materially affect, the rexgist's internal
*control over financial reporting; ar

5. The registrant’s other certifying officers andave disclosed, based on our most recent evaluatimiernal control over financial reporting, teetregistrant's auditors
and the audit committee of the regist’s board of directors (or persons performing thewedent functions)

@ All significant deficiencies and material weakses in the design or operation of internal cordka@r financial reporting which are reasonably hkel adversely
affect the registra’s ability to record, process, summarize and refpmahcial information; an
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Exhibit (31.2

Annual Certification Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

(b) Any fraud, whether or not material, that involveanagement or other employees who have a signifioe in the registrant’s internal control overaincial
reporting.

Date: February 27, 2004

/s/ Robert J. Bahash

Robert J. Bahas
Executive Vice Presidel
and Chief Financial Office
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Exhibit (32!

Annual Certification Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

Pursuant to Section 906 of the Sarbanes-Oxétyf 2002 (subsections (a) and (b) of SectionQlZEhapter 63 of Title 18, United States Code)hezdche undersigned
officers of The McGraw-Hill Companies, Inc. (thed@pany”), does hereby certify, to such officer'oedge, that:

The annual report on Form 10-K for the yeateshDecember 31, 2003 of the Company fully compligs the requirements of Section 13(a) or 15(djhef Securities
Exchange Act of 1934 and information containechim Form 10-K fairly presents, in all material resgethe financial condition and results of openasi of the Company.

Dated: February 27, 2004 /s/ Harold W. McGraw Il

Harold W. McGraw Il
Chairman, President ai
Chief Executive Office

Dated: February 27, 2004 /s/ Robert J. Bahash

Robert J. Bahas
Executive Vice President ai
Chief Financial Office
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