











The WebJunction team
celebrated the fifth
anniversary of the
WebJunction online
community for public
librarians in 2008 and

launched a new version
of its Web site. The Bill
& Melinda Gates
Foundation has
generously supported
WebJunction since

its inception.

Seattle, kneeling and seated on floor, left to right: Donovan Deakin, Michael Porter, Michael Shapiro, Dale Musselman
Seated, left to right: Laura Zingg, Katarina Vatne, Marilyn Mason, Rachel Van Noord, Sharon Streams

Standing, left to right: Betha Gutsche, Laura Staley, Allison Severinghaus, Emily Warren, Tim King, Clayton Wood,
George Needham, Jennifer Peterson, Zola Maddison, Linda Lewis, Kathryn Perkins, Jim Malzewski

Not pictured: Kevin Briody, Kathleen Gesinger, Kit Greening, Chrystie Hill, Emily Inlow-Hood, Anna Leavitt,
Kendra Morgan, Yvonne Ricker, Janet Salm, Lisa Wozniak, Patricia Yu

Dublin, seated left to right: Pete Schroeder,
Rarin Ole Sein, Nathan Shaw, Doug O’Shelski

Standing, left to right: William Archer, Jay Cermak,
Mei Jin, Zareen Syed, Tyler James, Ali Baldiwala,
Tom Fought

Not pictured: Ayan Dave, Chris Maruschak,
Denise Stewart
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The Data Center team implemented

a second data center in Westerville,

Ohio, about 15 miles from OCLC’s Dublin
campus. The new data center provides
OCLC with disaster recovery and business
continuity as well as a platform for
developing and testing new services.

Dublin, top row, left to right: Ron Candage, Lonny Sivey, Nils Muladore, Rick Smith, Brady Maxwell, Lora Chappelear-Pearson, Larry Phelps,
Mark Baker, Bill Harper, Chuck Dyer, Rob Hermance-Moore, Denis Snyder, Suzanne Snyder, Stacey Wideman, Gene Oliver, Archana Prasad,
Felicia Simpson-Ogden, Bob Tallman, Gene Levine, Jim Davenport, Wendell Mumaw

Bottom row: Ron Vu, Brian Wingerter, Bob Fenstermaker, Dan Layshock, Damian Robinson, Steve Howard, Marc Poland, Glenn Howell,
Charles Daily, Rich Boyne, Steve Roggenkamp, Linda Frank, Keith Carter, James Jones, Fred Yale

Not pictured: Dewey Copley, Julie Gay, Tip House, Forrest Jenkins, Jason Johnson, Bud Metz, Kevin O’Neil, Bill Rogge, Kurt Rossbach,
Tom Schweitzer, Joshua Thomas
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Report of the Audit Committee

The Audit Committee, consisting entirely of
independent trustees, assists the Board of
Trustees in its oversight of OCLC’s financial
reporting process, and is responsible for,
among other things, reviewing with Deloitte &
Touche LLP, our independent auditors, the
scope and results of its audit engagement.

The management of OCLC has the primary
responsibility for the preparation and integrity
of OCLC’s financial statements, accounting
and financial reporting principles, and internal
controls and procedures designed to assure
compliance with accounting standards and
applicable laws and regulations. OCLC’s
independent auditors are responsible for
performing an independent audit of the
consolidated financial statements and
expressing an opinion on their conformity
with accounting principles generally accepted
in the United States of America.

The accompanying condensed consolidated
financial statements and financial information
included elsewhere in the annual report

are derived from the audited consolidated
financial statements and include amounts that
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represent the best estimates and judgments
of management.

In fulfilling its oversight responsibilities, the
Audit Committee has:

e Reviewed and discussed with management
the audited consolidated financial
statements of OCLC for fiscal 2008

e Discussed with Deloitte & Touche LLP the
matters required by Statement on Auditing
Standards No. 114, The Auditor’s
Communication With Those Charged With
Governance

e Received from and discussed with Deloitte
& Touche LLP the communications required
by AICPA Independence Rule 101.

Based on the Audit Committee’s independent
discussions with management and the
independent auditors, and the Audit
Committee’s review of the representations

of management, and the report of the
independent auditors to the Audit Committee,
the Audit Committee recommended to

the Board of Trustees that the audited
consolidated financial statements for the
year ended June 30, 2008 be accepted. The

audited consolidated financial statements,
accepted by the Board of Trustees, appear at
OCLC’s Web site: www.oclc.org/news/
publications/financial/.

Audit
Committee

Robert A. Seal, Chair
Edward W. Barry
Maggie Farrell

Ralph K. Frasier
Lizabeth Wilson

Management
Representatives

Jay Jordan
President and
Chief Executive Officer, OCLC

Rick J. Schwieterman
Executive Vice President and
Chief Financial Officer, OCLC
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Introduction

OCLC is a nonprofit, membership, computer
library service and research organization
whose public purposes of furthering access to
the world’s information and reducing library
costs dominate its plans and activities. In
support of these purposes, OCLC strives to
maintain a strong financial base by operating
in a business-like manner in order to
accommodate growth, upgrade technological
platforms, conduct research and development
and still subsidize worthwhile projects for

the benefit of libraries and their users. OCLC
follows a conservative, nonaggressive
accounting and operating philosophy in
maintaining its financial reporting and internal
control systems.

Fiscal 2008 Results

In fiscal 2008, OCLC’s revenues were $246.4
million, up 4.9 percent from fiscal 2007
revenues of $234.9 million. Contribution to
equity (excess of revenues over expenses) in
fiscal 2008 was $11.7 million, compared to
$19.5 million in fiscal 2007.

The fiscal 2008 contribution included a gain of
$6.1 million from realized investment portfolio
transactions compared to $13.5 million in the
prior year. The fiscal 2007 contribution
included $4.2 million of amortized goodwill
expense related to the merger with RLG (see
Condensed Consolidated Notes on page 55).
Excluding portfolio gains, interest and
dividend income from the investment portfolio
and other gains, OCLC operates on essentially
a break-even basis, at 0.2 percent of revenues
in fiscal 2008 and 0.3 percent in fiscal 2007
(see chart on page 51, “Contribution as a
percentage of revenue”).

With the concurrence of the Board of Trustees
and Members Council, OCLC strives to achieve
an annual contribution (including income from
the investment portfolio) on a five-year rolling
average of 4 to 6 percent in order to maintain
long-term financial viability in pursuing its
public purposes as noted above. OCLC
recognizes that in some years the objective
will be exceeded, and in other years it will not
be achieved. Over the past five years, OCLC
has achieved positive operating results, while
fluctuations in its investment portfolio have
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affected total contribution to equity in any
given year. The five-year rolling average net
contribution as a percent of revenues through
fiscal 2008 was 6.6 percent, compared to 5.7
percent through fiscal 2007. Exclusive of
dividend and interest income, portfolio and
other gains, the five-year rolling average as a
percent of revenues through 2008 was 0.3
percent, compared to 0.4 percent through
fiscal 2007.

OCLC’s revenues result from sharing its
operating costs with libraries it serves and are
organized into seven product portfolios (see
Legend on page 53).

Fiscal 2008 Metadata Services revenues
increased to $85.8 million from $84.1 million
the previous year. The number of books and
other materials cataloged online increased
slightly to 32.4 million in fiscal 2008; the
number of items cataloged by batchloading
increased to 212.1 million, up from 139.7
million the previous year, due to process
improvements and the loading of several large
national library files.

Delivery Services revenues in fiscal 2008
increased $3.2 million to $47.1 million, with
Resource Sharing generating $2.2 million of
the increase and ILLiad, $0.9 million. The
number of online interlibrary loans grew from
9.8 million to 10.0 million, and the number of
interlibrary loan fee management transactions
increased from 903,000 to 967,000.

Revenues in Management Systems increased
to $22.3 million from $21.6 million the
previous year. The results include revenue
increases of $400,000 from SunRise systems,
$300,000 from OLIB, $500,000 from
QuestionPoint, $200,000 from WorldCat
Collection Analysis, $400,000 from Central
Bibliographic Systems and $300,000 from
Local Bibliographic Systems. There was a
decrease of $1.3 million related to the
completion of a major project with the U.S.
National Archives and Records Administration,
which has now entered into a maintenance
phase.

End User revenues in fiscal 2008 were $25.8
million, flat when compared to fiscal 2007.
The results include increased revenues of
$300,000 from PiCarta, $100,000 from
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CPORTAL, and $100,000 from ZPORTAL. There
was a decrease of $500,000 for FirstSearch
OCLC content. The number of FirstSearch
searches in WorldCat increased by 0.8 million
to 38.9 million.

Licensed Content revenues decreased by
$500,000 to $33.4 million. An increase

of $2.2 million in revenues from eBook
subscriptions and hosting services was offset
by a continued decline in revenues from
subscriptions for licensed databases.

Revenues in Digital Collection Services
increased $600,000 to $4.6 million in fiscal
2008 and included $700,000 in additional
revenues from CONTENTdm.

Other revenues in fiscal 2008 were $27.3
million, an increase of $5.7 million from fiscal
2007. Revenues from the Bill & Melinda Gates
Foundation for WebJunction increased $7.0
million. Revenues from system access fees
decreased by $1.3 million, representing cost
savings to libraries.

Cost-Sharing Actions, Credits,
Subsidies and Cooperative Programs

OCLC’s chartered objective of reducing the rate
of rise of library costs is a key element in its
financial strategy. OCLC seeks to equitably
share among participating libraries the costs
of providing services, operating cooperative
programs and maintaining long-term viability.
Over the last 10 years, OCLC has held

its cumulative cost-sharing increases
substantially below the level of inflation that
educational institutions have experienced (see
chart, “Percent change in HEPI and OCLC cost
sharing” on page 7), which is consistent with
its public purposes.

In fiscal 2008, OCLC provided libraries with
$18.9 million in credits, incentives and
subsidies for cooperative programs (an
increase of 9.9 percent), primarily for
cataloging and resource sharing, to encourage
the growth and quality of WorldCat. The total
amount of credits, incentives and subsidies in
the past five years is $82.5 million, clearly
demonstrating OCLC’s commitment to its
public purposes (see chart on page 51, “OCLC
credits, subsidies & cooperative programs”).



Participation Outside the U.S.

In fiscal 2008, OCLC’s cost-sharing revenues
from libraries and institutions located outside
the U.S. increased 13.1 percent to $56.2
million (see chart below, “International
revenues by region”). The increase is due to
growth in Metadata Services of $2.0 million,
Delivery Services of $800,000, Management
Systems of $1.5 million, Licensed Content of
$1.0 million and End User of $900,000.

Enterprise Resource Investment

OCLC continuously invests in new hardware,
software, databases and development of
systems to provide services to participating
institutions. This investment fluctuates,
depending on service growth, new product
introductions and replacement cycles for
buildings, equipment and software. In fiscal
2008, enterprise resource investment

was $20.5 million (including capitalized
development costs), up 4.1 percent from
$19.7 million the previous year. Capitalized
development costs in fiscal 2008 were $6.9
million, compared to $5.2 million in fiscal
2007. Over the last five years, enterprise
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percentage of revenue
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Operating results before portfolio and other gains
as a percent of revenue

M Dividend and interest income, portfolio gains and
gain on sales of PAIS, MARS and STRATA as a
percent of revenue

M Total contribution as a percent of revenue
== Annual contribution objective

resource investment has totaled $89.4 million,
reflecting OCLC’s commitment to upgrade
existing computer systems, develop and
implement new library services and maintain
services to libraries (see chart on page 52,
“Enterprise resource investment”).

Research and Development

Total research and development expenditures
(noncapitalized) for fiscal 2008 were $27.6
million, compared to $20.3 million the
previous year. Included in the total were $10.7
million related to WebJunction, and OCLC
EMEA’s and RLG’s (RLG was combined

with OCLC in fiscal 2007) research and
development expenditures of $3.0 million

and $2.3 million, respectively. In addition,
OCLC capitalized internal development labor
of $6.9 million in fiscal 2008. Over the last
five years OCLC has spent $91.3 million for
research and development (see chart on page
52, “Research & development & capitalized
development”) and $33.8 million in capitalized
development costs that are part of the
enterprise resource investment.

OCLC credits, subsidies
& cooperative programs

millions of dollars

04 05 06 07 08

fiscal year ended June 30

B catalog credits B User credits
M National programs* M Library schools

*Conser, Enhance
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Staffing and Compensation

Expenses for salaries, wages and related
fringe benefits increased to $115.7 million
from $110.1 million the previous year. The
increase is primarily due to a slight growth
in staffing levels, merit and promotional
increases, and inflationary increases in
employee benefit plans.

Five-Year Review

OCLC’s revenues grew to $246.4 million in
fiscal 2008, a compound rate of 5.1 percent
from fiscal 2003. In OCLC’s traditional core
service areas of Metadata and Delivery,
revenues increased $14.2 million over the past
five years. The largest component of revenue
growth in the past five years was a $27.8
million increase in non-U.S. revenues,
including $17.3 million in Management
Systems primarily as a result of OCLC’s
acquisition of European providers of library
management systems (Fretwell-Downing
Informatics and Sisis). In addition OCLC

has launched the following services in the
past five years: CONTENTdm (digital content
management), eAudiobooks, QuestionPoint
24/7 Reference, WorldCat Collection Analysis

International revenues
by region
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and WorldCat Selection. During the same
period, OCLC divested or discontinued MARS
authority control, PAIS, SiteSearch and Strata
Preservation N.V.

Metadata remains OCLC’s largest source of
cost-sharing revenue. In fiscal 2004, it was

$83.7 million, or 44.0 percent of total revenue.

In fiscal 2008, it was $85.8 million, or 34.8
percent of total revenue. Delivery revenue as
a percent of total revenue has decreased from
19.4 percent to 19.1 percent. End User and
Licensed Content revenues have decreased
from 11.1 percent to 10.5 percent and 15.4
percent to 13.6 percent, respectively (see
chart on page 53, “Five-year service revenue
comparison”).

Corporate equity has increased to $211.8
million at June 30, 2008, representing a
compound growth rate of 11.1 percent from
fiscal 2003. Of the $86.5 million increase,
there were $39.9 million in realized and
unrealized gains/(losses) in the investment
portfolio; $20.4 million in interest and
dividend income; $3.5 million due to changes
in the postretirement benefit plan; and $4.8
million due to the adoption of SFAS No. 158, a
recent accounting pronouncement governing
the accounting for defined benefit pension
plans and other postretirement plans. Other

Enterprise
resource investment
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millions of dollars
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$0

04 05 06 07 08

fiscal year ended June 30

Including cataloging credits and
software development
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increases include $7.4 million in net foreign
currency exchange gains, a $6.3 million

gain on the sales of PAIS and MARS in fiscal
2005, and $216,000 on the sale of Strata
Preservation N.V. in fiscal 2008. The remaining
$4.0 million increase in equity is primarily due
to the contribution from OCLC services to
libraries.

Staff productivity has increased in the last five
years. While revenues increased 29.4 percent,
the number of staff increased 19.4 percent
from 1,070 at June 30, 2004 to 1,277
worldwide in 26 locations at June 30, 2008
(see chart below, “Staff productivity”).

Financial Position

As of June 30, 2008, OCLC had assets of
$414.2 million and corporate equity of $211.8
million. Net working capital, which represents
funds available for current operations, was
$146.3 million.

Current assets, including the investment
portfolio, totaled $264.4 million, an increase
of $2.6 million from the previous year. The
investment portfolio generates interest and
dividend income to support operations. It is
also available for long-term growth and
product development opportunities, debt
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retirement (total debt was $77.7 million at
June 30, 2008) and security for advance
subscription payments and unearned
revenues (combined total of $74.8 million as
of June 30, 2008). The balance of cash and
investments at June 30, 2008 was $202.2
million, as compared to $208.0 million at June
30, 2007.

OCLC’s current ratio of 2.2:1 compares
favorably to OCLC’s targeted benchmark

of 1.5:1. The debt service ratio of 3.1:1 is
substantially higher than the 1.1:1 ratio
required by OCLC bond and debt agreements.
OCLC’s Long-Term Debt to Equity ratio of
0.30:1 is well below the customary standard
of 1.35:1.

In summary, OCLC is financially well-
positioned to further access to the world’s
information and reduce the rate of rise of
library costs as well as fund investments
required to support new strategic initiatives
of the cooperative.

Subsequent Event

In September 2008, OCLC acquired Amlib, an
Australian software development organization
specializing in library management solutions
for small public and school libraries (K-12).
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Financial Review and Management Commentary

Five-year review and selected financial data

CONSOLIDATED Fiscal Year Ended
(Amounts in Thousands) 2008 2007 2006 2005
FINANCIAL RESULTS:
OCLC Revenues $246,420 $234,950 $208,400 $189,040
Operating Expenses 242,460 230,290 202,290 184,730
Other Income/(Expense) (A) (3,330) (3,940) (4,160) (3,500)
Operating Results before Portfolio
and Other Gains 410 720 1,950 810
Dividends and Interest Income 5,000 5,290 4,450 3,410
Net Realized Gains/(Losses) on
Investment Portfolio 6,070 13,520 11,330 4,600
Gain on Sale of Strata, PAIS and MARS 220 0 0 6,270
Net Contribution/(Loss) (B) 11,700 19,530 17,730 15,090
Depreciation and Amortization 27,760 27,650 20,920 18,890
Operating Cash Flow (C) 39,460 47,180 38,650 33,980
Enterprise Resource Investment (D) 20,490 19,670 16,350 13,680
Research & Development Costs 27,560 20,320 15,610 14,380
FINANCIAL POSITION:
Current Assets 264,440 261,870 231,580 213,140
Current Liabilities 118,170 120,920 106,570 90,730
Net Working Capital 146,270 140,950 125,010 122,410
Fixed Assets—Net 134,990 132,300 130,560 119,600
Total Assets 414,170 405,630 372,010 342,560
Long-Term Debt and Capital Leases—
Less Current Portion 64,020 46,170 55,140 61,290
Corporate Equity 211,800 206,420 175,170 157,420
PERFORMANCE COMPARISON:
Current Ratio 2.2 2.2 2.2 2.3
Long-Term Debt/Corporate Equity 0.3 0.2 0.3 0.4
Accounts Receivable/Average Days Revenues 74 64 68 68
Annual Growth in Revenues 4.9% 12.7% 10.2% -0.7%
Compound Growth (from 2003) 5.1%
Contribution as a Percentage of OCLC Revenues 4.7% 8.3% 8.5% 8.0%
Five-Year Average 6.6%
Annual Growth in Corporate Equity 2.6% 17.8% 11.3% 13.9%
Compound Growth (from 2003) 11.1%
IRB Debt Service Coverage (E) 3.1 3.9 2.9 2.8
Employees (End of Year) 1,277 1,253 1,203 1,070

(A) Other Income/(Expense) includes interest expense, minority interest and taxes.

(B) Net Contribution represents the excess of revenues over expenses.

() Net Contribution/(Loss) plus depreciation and amortization.

(D) Excludes Merger and Acquisition costs in the year the entities were acquired.

(E) Excludes operating results of OCLC EMEA B.V. and its subsidiaries, which are not part of the obligated group

as defined by OCLC’s Bond Master Trust Indenture Agreement.
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Five-year service
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Other
11.1%

Metadata
34.8%

Digital 1.9%
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Content
13.6%

End User
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Systems
9.1%

2007/08 $246.4 Million

Delivery
19.1%

Other
6.6%
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Content

15.4%

Metadata
44.0%

End User
11.1%

Management
Systems
2.8% Delivery
19.4%

2002/03 $191.8 Million

Legend

Metadata: WorldCat Cataloging, GGC Cataloging,
Dewey, Contract Services, Language Sets,
WorldCat Selection, WorldCat Partners Program

Delivery: Resource Sharing, ILLiad, VDX,
WorldCat Link Manager

Management Systems: CBS, LBS, SunRise, OLIB,
QuestionPoint, Collection Analysis

End User: FirstSearch OCLC content, PiCarta, CPORTAL,
Elektra, ZPORTAL, Archive Grid, WorldCat Local

Licensed Content: NetLibrary, Licensed Databases,
Electronic Collections Online

Digital: CONTENTdm, Digital Archive, CAMIO

Other: WebJunction, Preservation Service Centers,
RLG Partner dues, otherincome
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Condensed Consolidated Financial Statements

Condensed Consolidated Balance Sheets
June 30, 2008 and 2007

Assets

CURRENT ASSETS

FIXED ASSETS—At cost, less accumulated depreciation
and amortization

OTHER ASSETS

TOTAL

Liabilities and Corporate Equity

CURRENT LIABILITIES

LONG-TERM DEBT AND CAPITAL LEASES—Less current portion
OTHER NONCURRENT LIABILITIES

MINORITY INTEREST

CORPORATE EQUITY

TOTAL

2008 2007

$ 264,443,700 $ 261,871,500
134,988,500 132,301,400
14,739,000 11,453,500

$ 414,171,200 $ 405,626,400

$ 118,169,900

$ 120,919,200

64,019,600 46,169,500
20,185,100 22,724,500
9,392,300

211,796,600 206,420,900

$ 414,171,200 $ 405,626,400

Condensed Consolidated Statements of Revenues, Expenses and Corporate Equity

for the years ended June 30, 2008 and 2007

REVENUES

OPERATING EXPENSES:
Salaries, wages and related fringe benefits
Telecommunications and computer support
Selling, general and administrative
Depreciation and amortization
Building and utilities

Total operating expenses

EXCESS OF REVENUES OVER OPERATING EXPENSES
OTHER INCOME—Including investment income

EXCESS OF REVENUES OVER EXPENSES

NET UNREALIZED (LOSS) GAIN ON INVESTMENTS
CHANGE IN VALUE OF INTEREST RATE SWAP AGREEMENT
POSTRETIREMENT BENEFIT PLAN ADJUSTMENT

FOREIGN CURRENCY TRANSLATION ADJUSTMENT

INCREASE IN CORPORATE EQUITY

CORPORATE EQUITY—Beginning of year
CORPORATE EQUITY—End of year
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2008 2007

$ 246,415,700 $ 234,949,700
115,672,600 110,074,500
46,305,100 47,939,300
43,720,000 36,209,200
27,758,800 27,651,100
9,005,300 8,418,900
242,461,800 230,293,000
3,953,900 4,656,700
7,741,100 14,866,900
11,695,000 19,523,600
(14,913,700) 6,253,200
(14,300) (28,100)
3,463,200 4,773,300
5,145,500 732,600
5,375,700 31,254,600
206,420,900 175,166,300
$211,796,600 $ 206,420,900
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These condensed consolidated financial statements
are derived from the audited consolidated financial
statements that appear at OCLC’s Web site:
www.oclc.org/news/publications/financial/.

OCLC Online Computer Library Center, Inc.
and Subsidiaries



Condensed Consolidated Financial Statements

Condensed Consolidated Statements of Cash Flows

for the years ended June 30, 2008 and 2007

2008 2007
CASH PROVIDED BY OPERATING ACTIVITIES:

Excess of revenues over expenses $ 11,695,000 $ 19,523,600
Adjustments for noncash items 8,974,500 20,344,300
Cash provided by operating activities 20,669,500 39,867,900
CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES 3,192,200 (11,765,700)
CASH USED IN INVESTING ACTIVITIES (26,917,300) (27,009,700)

EFFECT OF EXCHANGE RATE CHANGES ON CASH
AND CASH EQUIVALENTS 1,257,300 540,700
(DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (1,798,300) 1,633,200
CASH AND CASH EQUIVALENTS, Beginning of year 32,020,900 30,387,700
CASH AND CASH EQUIVALENTS, End of year $30,222,600 $ 32,020,900

Condensed Consolidated Notes
for the years ended June 30, 2008 and 2007

1. ACQUISITIONS AND DIVESTITURES

RLG—Effective July 1, 2006, OCLC combined operations with The Research
Libraries Group, Inc. (“RLG”). The purchase was accounted for by the purchase
method of accounting. The fair values of assets acquired with the transaction
were $3,022,300 and liabilities assumed were $7,243,400. Goodwill,
representing the excess of cost over fair value of assets acquired, of $4,221,100
was recorded and expensed over its useful life of one year. RLG’s operations
subsequent to the date of the sale are included in the consolidated financial
statements for the year ended June 30, 2007.

DIMEMA—On August 14, 2006, OCLC through OID, acquired DiMeMa, Inc., the
organization that developed and supports CONTENTdm for $3,916,200. OCLC
has distributed CONTENTdm software since 2002 to libraries, cultural heritage
and other nonprofit organizations. The purchase was accounted for by the
purchase method of accounting. Assets acquired for $4,037,200 and liabilities
assumed of $121,000 were based on their fair market values at the date of
acquisition. DiMeMa, Inc.’s operations subsequent to the date of the sale

are included in the consolidated financial statements for the year ended

June 30, 2007.

These condensed consolidated financial statements
are derived from the audited consolidated financial
statements that appear at OCLC’s Web site:
www.oclc.org/news/publications/financial/.

OCLC Online Computer Library Center, Inc.
and Subsidiaries

OCLC EMEA B.V. —Effective July 1, 2007, OCLC EMEA B.V. repurchased the
outstanding shares from its minority shareholder, Stichting Pica for 10,272,000
Euros ($13,903,200), effectively becoming a wholly-owned subsidiary of OCLC.

STRATA—Effective January, 1, 2008, OCLC EMEA B.V. and the minority
shareholder, Koninklijke Bibliotheek, the National Library of the Netherlands,
sold all their shares in Strata Preservation N.V. to KMM Groep for a total of
375,000 Euros. OCLC EMEA B.V. received its 60% share of the purchase price,
225,000 Euros ($331,100). A gain of $216,000 was recognized on the sale.

EZPROXY—Effective January 11, 2008, OCLC acquired certain assets and related
liabilities of Useful Utilities, LLC, (“EZproxy”) the owner of the EZproxy software,
for $600,000. EZproxy provides libraries a solution for authenticating remote
user access to licensed databases. The purchase was accounted for by the
purchase method of accounting. Assets acquired of $600,000 and liabilities
assumed of $395,400 were based on their fair market values at the date of
acquisition. Goodwill, representing the excess of cost over fair value of assets
acquired, of $395,400 was recorded and is included in fixed assets. EZproxy’s
operations subsequent to the date of the sale are included in the consolidated
financial statements for the year ended June 30, 2008.
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2. INVESTMENTS

Realized gains and losses related to investments are recorded using the
specific identification method. Net unrealized gains on the portfolio totaled
$1,427,200 and $16,340,900 at June 30, 2008 and 2007, respectively. The
following schedule details investment returns for the years ended June 30:

2008 2007

Dividends and interestincome  $ 4,995,100 $ 5,288,800

Net realized gains 6,074,000 13,519,300

Investment income 11,069,100 18,808,100
Net change in unrealized

gain (loss) on investments (14,913,700) 6,253,200

Total net investment return $ (3,844,600) $25,061,300

3. FOREIGN CURRENCY TRANSLATION

The local currency has been designated as the functional currency for
operations in Australia, Canada, France, Germany, the Netherlands, Switzerland
and United Kingdom. Corporate equity includes net cumulative translation
gains of $9,794,100 and $4,648,600 at June 30, 2008 and 2007, respectively.

4. POSTRETIREMENT BENEFIT PLAN ADJUSTMENT

In September 2006, the FASB issued Statement of Financial Accounting
Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans—an amendment of FASB Statements No. 87, 88,
106 and 132(R)” (“SFAS 158”). SFAS 158 requires recognition of the funded
status of a defined benefit postretirement plan in the statement of financial
position, recognition of the changes in funded status in the year in which
changes occur through corporate equity, and measurement of the funded
status of a plan as of the date of its fiscal year-end, with limited exceptions.
OCLC adopted the recognition and disclosure provisions of SFAS 158 as of June
30, 2007. In accordance with the adoption of the recognition and disclosure
provisions of SFAS 158, OCLC recorded the impact of the unrecognized net
actuarial gain of $4,805,200 as a reduction of liability and the impact of the
unrecognized prior service cost of $31,900 as an additional liability on OCLC’s
balance sheet as of June 30, 2007. Consistent with the provisions of SFAS 158,

These condensed consolidated financial statements
are derived from the audited consolidated financial
statements that appear at OCLC’s Web site:
www.oclc.org/news/publications/financial/.

OCLC Online Computer Library Center, Inc.
and Subsidiaries

OCLC recorded corresponding amounts in corporate equity. The net amount,
$4,773,300, was recognized in Corporate Equity. Gains of $331,100 and
$4,500 of these prior services costs were amortized into net periodic benefit
cost in 2008. Plan amendments and assumption changes resulted in an
actuarial gain and the net amount of $3,463,200 was recognized in Corporate
Equity as of June 30, 2008.

The following table summarizes the incremental effect of applying
SFAS 158 on the consolidated financial statements as of
June 30, 2007:

Before Application After Application

of SFAS 158 Adjustments of SFAS 158
Accrued Liabilities
(Current) $20,882,000 $257,100 $21,139,100
Other Noncurrent
Liabilities 27,754,900 (5,030,400) 22,724,500
Corporate Equity 201,647,600 4,773,300 206,420,900

5. LONG-TERM DEBT

On July 2, 2007, OCLC EMEA B.V. entered into a bank loan for the purpose of
financing the purchase of outstanding shares from its minority shareholder.
The 6,000,000 Euro loan has an effective interest rate equal to 0.9% above
the 3-month Euribor rate (total of 5.627%). The loan is due quarterly in equal
principal installments of 75,000 Euros (plus interest) starting October 1, 2007
and continuing through July 1, 2014, with a final payment of 3,900,000 Euros.
The loan has a balance outstanding of 5,775,000 Euros ($9,091,600) at June
30, 2008. The loan is secured by a mortgage of 8,000,000 Euros on a building,
certain computers, equipment, and furniture and fixtures and accounts
receivable of OCLC EMEA B.V.

On May 23, 2008, the Corporation entered into a seven-year tax-exempt

lease agreement through Columbus-Franklin County Finance Authority, for
$20,000,000 with an effective interest rate of 3.22%. The lease is due quarterly
in equal principal and interest installments of $800,700 beginning August

23, 2008. The proceeds were used to finance the acquisition and installation
of office systems and equipment, computers, servers, related peripheral
equipment and software, and bibliographic and other information databases.
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OCLC Charter

The purpose or purposes for which this corporation is formed are to
establish, maintain and operate a computerized library network and to
promote the evolution of library use, of libraries themselves, and of
librarianship, and to provide processes and products for the benefit of

library users and libraries, including such objectives as increasing
availability of library resources to individual library patrons and reducing
rate of rise of library per-unit costs, all for the fundamental public purpose
of furthering ease of access to and use of the ever-expanding body of
worldwide scientific, literary and educational knowledge and information.
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