The Reader's Digest Association, Inc.

Consol i dated Statements of Operations
(In mllions, except per share data)

(unaudi t ed)

Thr ee-nmont h peri od ended
June 30, 2006 and 2005(A)

Fi scal Year Better/
2006 2005 (Worse)

Revenues $557. 3 $556. 8 0%

Product, distribution

and editorial

expenses (238.2) (227.0) (5%
Pronotion, marketing

and adm nistrative

expenses (281.4) (303.6) 7%
Goodwi | | charge (B) -- -- N M
O her operating

itens, net (O ($10.2) $1.7 N M
Qperating profit

(1 oss) 27.5 27.9 (1%
O her (expense)

i ncome, net (D) (12.3) (15.1) 19%
Income (|l oss) before

i ncome tax 15.2 12.8 19%
I ncome tax provision (3.0 (1.6) (88%
Net incone (Il oss) $12.2 $11.2 9%

Basi ¢ earni ngs
(1 oss) per share:
Wei ght ed aver age
conmon shares
out st andi ng 94. 3 97.5

Basi ¢ earni ngs
(l oss) per share  $0.13 $0. 11 18%

Di | ut ed earni ngs
(1 oss) per share:
Adj ust ed wei ghted
average comon
shares
out st andi ng 95.1 100. 2

Di | ut ed earnings
(l oss) per share  $0.13 $0. 11 18%

Di vi dends per common
share $0. 10 $0. 10 --

and Subsi di ari es

Year
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June 30, 2006 and 2005
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(11.
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97.

$2,386.2 $2,389.7
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(A) RDA reports on a fiscal year beginning July 1. The three-nonth periods
quarters of fiscal
year 2006 and fiscal year 2005, respectively. Operating results for
any interimperiod are not necessarily indicative of the results for

ended June 30, 2006 and 2005 are the fourth fiscal

an entire year.

(B) At least annually, (in the third quarter) RDA reviews the carrying

amount of goodwi || and ot her intangibles for
interimperiods, the conpany nonitors changes in businesses for
indicators of inpairnent. Due to a shortfall

in Books Are Fun's

recoverability. During

operating performance relative to expectations during the peak-selling
bal ances related to this

season, we were required to revi ew goodw ||
2006. Based on our

busi ness in the second quarter of fiscal

assessnent, Books Are Fun recorded a non-cash charge of $(187.8)



(O

(D

mllion or $(1.96) per share to reduce goodwi || at Books Are Fun
during the second quarter of fiscal 2006. During the third quarter of
fiscal 2005, the conpany recorded a non-cash charge of $(129.0)
mllion or $(1.32) per share, to reduce the carrying anount of
goodwi | | at Books Are Fun.

Included in other operating items, net are current year restructuring

charges and gains fromthe sales of certain non-strategic assets. The

three nonth period ended June 30, 2006 consists of $(10.2) mllion in

restructuring charges. The year ended June 30, 2006 primarily consists
of the restructuring charges of $(10.2) mllion and gains of $2.5

mllion on the sale of real estate in Mexico and $0.5 mllion in art
sales. The three nonth period ended June 30, 2005 consists of a $1.7
mllion gain on art sales. The year ended June 30, 2005 consists of

$14.1 mllion in gains on sales of buildings, magazine divestitures
and art sales. In previous periods, sales of non-strategic assets were
recorded in other (expense) income, net, and have been reclassified to
ot her operating items, net to conformto the current period
presentation.

O her (expense) incone, net is conprised primarily of interest
expense. The three nmonth period ended June 30, 2005 al so incl udes
$(7.3) mllion of debt financing fees in connection with the
refinancing of the five-year revolving credit facility.

N M - Not neaningful.



The Reader's Digest Association, Inc. and Subsidiaries
Revenues and Operating Profit (Loss) by Operating Segnents
(I'n mllions)
(unaudi t ed)

Thr ee-nmont h peri od ended Year ended
June 30, 2006 and 2005(A) June 30, 2006 and 2005
Fi scal Year Better/ Fi scal Year Better/
2006 2005 (Worse) 2006 2005 (Worse)
Revenues
Reader' s Di gest
North America $244.9 $228.1 7% $939. 4 $917. 3 2%
Reader' s Di gest
I nt ernnational 258.9 252.4 3% 1,031.2 1,012.1 2%
Consuner Busi ness
Servi ces 60.1 80.6 (25% 445. 6 485. 1 (8%
I nt er conpany
elimnations (B) (6.6) (4.3) (53% (30.0) (24.8) (21%
Total Revenues $557. 3 $556. 8 0% $2,386.2 $2,389.7 0%
Operating profit
(1 oss)
Reader' s Di gest
North America $46. 4 $27.8 67% $114.5 $90. 8 26%
Reader' s Di gest
I nt ernati onal 33.4 26.9 24% 78.3 76.1 3%
Consuner Busi ness
Servi ces (30.1) (9.2) (227% (2.7) 29.4 (1099
Cor por at e
unal | ocated (Q) (12.0) (6.9) (74% (41.0) (37.9) (8%
$37.7 $38. 6 (299 $149.1 $158. 4 (6%
O her operating
items, net (D) (%$10.2) $1.7 N M ($6.8) $14.1 N M
Goodwi I | charge (E) -- -- N M ($187.8) ($129.0) N M
Def erred pronotion
anortization (F) -- (12.4) N M -- (77.1) N/
Total operating
profit (Iloss) $27.5 $27.9 (1% ($45.5) ($33.6) (35%

(A

(B)

(O

RDA reports on a fiscal year beginning July 1. The three-nonth

peri ods ended June 30, 2006 and 2005 are the fourth fiscal quarters of
fiscal year 2006 and fiscal year 2005, respectively. Operating results
for any interimperiod are not necessarily indicative of the results
for an entire year.

In the normal course of business, the conpany's segnments enter into
transactions with one another. These interconpany transactions are
recorded by each segnent at anounts as if the transactions were with
third parties and, therefore, affect segnent perfornance. Operating
segnment revenues, above, are presented gross before interconpany
elimnations. However, interconpany revenues and associ ated expenses
are elimnated in consolidation and are not reflected in the conpany's
consol idated results

Corporate unal |l ocated expenses include the cost of governance and

ot her centrally managed expenses, as well as the accounting for U S
pension plans, post-retirenent healthcare costs, and stock and
executive conpensation prograns which are not allocated to the



(D

(B

(F)

operating segnents. Governance and centrally nanaged expenses incl ude
costs such as corporate finance and general managenent, investor and
public relations, legal, treasury, and any related i nfornmation
technol ogy and facility costs utilized by these departnents.

Included in other operating items, net are current year restructuring
charges and gains fromthe sales of certain non-strategic assets. The
three nmonth period ended June 30, 2006 consists of $(10.2) mllion in
restructuring charges. The year ended June 30, 2006 prinarily

consi sts of the restructuring charges of $(10.2) million and gains of
$2.5 million on the sale of real estate in Mexico and $0.5 mllion in
art sales. The three nonth period ended June 30, 2005 consists of a
$1.7 mllion gain on art sales. The year ended June 30, 2005 consists
of $14.1 million in gains on sales of buildings, magazine divestitures
and art sales. In previous periods, sales of non-strategic assets
were recorded in other (expense) inconme, net, and have been
reclassified to other operating itens, net to conformto the current
peri od presentation.

At |east annually, (in the third quarter) RDA reviews the carrying
amount of goodwi Il and other intangibles for recoverability. During
interimperiods, the conpany nonitors changes in businesses for
indicators of inmpairnent. Due to a shortfall in Books Are Fun's
operating performance relative to expectations during the peak-selling
season, we were required to review goodw Il balances related to this
busi ness in the second quarter of fiscal 2006. Based on our
assessnent, Books Are Fun recorded a non-cash charge of $(187.8)
mllion or $(1.96) per share to reduce goodw || at Books Are Fun
during the second quarter of fiscal 2006. During the third quarter of
fiscal 2005, the conpany recorded a non-cash charge of $(129.0)
mllion or $(1.32) per share, to reduce the carrying amount of
goodwi | | at Books Are Fun.

For the three nonth period ended June 30, 2005, deferred pronotion
anortization anounted to $(12.4) mllion, which reflects the expensing
of the deferred nagazi ne pronotion asset as of June 30, 2004, and
includes $(0.1) mllion fromthe effects of foreign exchange. For the
twel ve-nmont h period ended June 30, 2005, the total deferred pronotion
anortization is $(77.1) and includes $(0.6) mllion fromthe effects
of foreign exchange

N M - Not neaningful.



The Reader's Digest Association, Inc. and Subsidiaries
Consol i dat ed Condensed Bal ance Sheets
(I'n mllions)
(unaudi t ed)

June 30, June 30,
2006 2005
Asset s
Cash and cash equival ents $34.7 $37.7
Accounts recei vabl e, net 261.9 233.9
Inventories 172. 3 162. 4
Prepai d and deferred pronotion costs 62.3 53.8
Prepai d expenses and other current assets 173.1 144.9
Total Current Assets 704.3 632.7
Property, plant and equi prent, net 119.3 119.3
Goodwi | | 744. 1 880.9
O her intangi bl e assets, net 134.4 137.8
Prepai d pensi on assets 324.6 307.9
O her noncurrent assets 95.4 102.0
Total Assets $2,122.1 $2,180. 6
Liabilities and Stockhol ders' Equity
Accounts payabl e $128. 2 $109. 8
Accrued expenses 257.3 267. 4
I ncome taxes payabl e 40. 6 34.5
Unear ned revenues 394.1 395.5
O her current liabilities 9.8 12. 4
Total Current Liabilities 830.0 819.6
Long-term debt 695.0 559. 2
Unear ned revenues 131.2 133.0
Accrued pension 108.7 121.5
Postretirenent and postenpl oynent
benefits other than pensions 94. 2 96. 7
O her noncurrent liabilities 87.9 84.4
Total Liabilities 1,947.0 1,814.4
Capi tal stock 30.3 21.2
Pai d-in capital 208.1 206. 8
Ret ai ned ear ni ngs 1, 064.3 1,221.6
Accunul at ed ot her conprehensive | oss (67.4) (84.1)
Treasury stock, at cost (1, 060. 2) (999. 3)
Total Stockhol ders' Equity 175.1 366. 2
Total Liabilities and Stockhol ders' Equity $2,122.1 $2, 180. 6



The Reader's Digest Association, Inc. and Subsidiaries
Consol i dat ed Condensed Statements of Cash Fl ows
(I'n mllions)
(unaudi t ed)

Three-nonth period ended Year ended
June 30, (A June 30,
2006 2005 2006 2005
Cash flows from operating
activities
Net (1 oss) incone $12.2 $11.2 ($117. 4) ($90.9)
Depreci ation and anorti zation 8.7 12.1 36.8 56.9
Asset inpairnents 2.8 -- 190. 6 129.0
Anortizati on of debt issue costs 0.4 7.3 1.5 10. 3
St ock- based conpensati on 3.3 3.0 14. 3 11.2
Net gain on sal es of
| ong-term assets (0.5) (1.7) (4.1) (14.3)
Changes in operating assets and
liabilities, net of effects of
acqui sitions and di spositions
Accounts receivable, net 18. 4 26.3 (19.1) 3.6
I nventories 28.0 19. 4 (7.8) (7.7)
Prepai d and deferred
pronotion costs (22.2) (6.3) (7.5) 54.0
Q her assets 0.8 8.5 (25.7) 13.6
Unear ned revenues (58.4) (38.0) (9.2) (9.0)
Incone and deferred taxes, net (6.8) (3.3) (0.3) 0.
Accounts payabl e and accrued
expenses 6.7 (10.7) 1.9 (7.2)
G her liabilities (2.9) (2.3) (6.3) (10.7)
Net change in cash due to
operating activities (9.5) 25.5 47.7 139.0
Cash flows frominvesting
activities
Proceeds from sal es of other
| ong-term assets 0.5 2.6 0.9 6.7
Proceeds from sal es of property,
pl ant and equi prent -- 4.7 3.7 62.8
Purchase of Allrecipes.com
net of cash acquired (65.9) -- (65.9) --
Purchases of intangible assets -- -- (0.5) --
Capi tal expenditures (5.3) (10.5) (19.9) (23.5)
Net change in cash due to
i nvesting activities (70.7) (3.2 (81.7) 46.0
Cash flows from financing
activities
Proceeds from borrow ngs, net 82.0 251.2 135. 8 214.6
Repayments of term | oan -- (266. 1) -- (377.0)
Di vi dends paid (9.9) (10.1) (39.9) (30.5)
Cash paid for financing fees (0.3) (1.8) (0.3) (2.2)
Treasury stock repurchases (19.6) (5.0) (65.2) (5.0)
Proceeds from enpl oyee stock
purchase plan and exercise
of stock options 0.7 3.3 2.2 3.3
O her, net 0.1 (2.2) (3.7) (3.0)
Net change in cash due to
financing activities 53.0 (30.7) 28.9 (199. 8)
Ef fect of exchange rate changes
on cash 2.0 (2.6) 2.1 2.2
Net change in cash and cash
equi val ents (25.2) (11.0) (3.0) (12.6)
Cash and cash equival ents at
begi nni ng of period 59.9 48. 7 37.7 50. 3

Cash and cash equival ents at
end of period $34.7 $37.7 $34.7 $37.7



(A) RDA reports on a fiscal year beginning July 1. The three-nonth
peri ods ended June 30, 2006 and 2005 are the fourth fiscal quarters of
fiscal year 2006 and fiscal year 2005, respectively. Operating results
for any interimperiod are not necessarily indicative of the results

for an entire year.



