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WHITNEY INFORMATION NETWORK, INC. AND SUBSIDIARIES
Consolidated Balance Sheets

(In thousands, except share data)

June 30, December 31,
2006 2005
(unaudited) (restated)
Assets
Current assets:
Cash and cash equivalents $ 43,203 $ 33,244
Restricted cash 6,662 5,406
Accounts receivable, net 6,186 3,789
Notes receivable, current portion 2,081 1,785
Deferred course expenses, current portion 16,432 14,401
Prepaid advertising and other 3,217 2,841
Inventory 1,017 1,087
Deferred registration costs 942 315
Total current assets 79,740 62,868
Notes receivable, net of current portion 7,122 9,158
Property and equipment, net 10,468 10,082
Investment in related parties 2,204 2,103
Investment in real estate joint venture 2,716 2,716
Intangible assets, net 5,350 5,754
Goodwill 2,000 2,000
Deferred tax asset 7,287 7,287
Deferred course expenses, net of current portion 186 99
Other assets 119 136
$ 117,192 $ 102,203
Liabilities and Stockholders’ Deficit
Current liabilities:
Accounts payable $ 5378 $ 3,691
Income taxes payable 134 356
Accrued course expenses 1,576 1,841
Other accrued expenses 7,964 7,377
Due to stockholder from sale of common stock 5,110
Long term debt, current portion 1,113 462
Deferred revenue, current portion 141,094 116,777
Total current liabilities 157,259 135,614
Long term debt, net of current portion 5,783 2912
Deferred revenue, net of current portion 423 224
Total liabilities 163,465 138,750
Minority interest 3,939
Commitments and contingencies
Stockholders’ deficit:
Preferred stock, no par value, 10,000,000 shares authorized, no shares issued and
outstanding
Common stock, no par value, 25,000,000 shares authorized, 11,025,516 and 10,455,910
shares issued and outstanding, as of June 30, 2006 and December 31, 2005,
respectively 12,540 10,593
Paid-in capital 1,240 449
Foreign currency translation adjustment (782 (650)
Accumulated deficit (59,277) (50,878

Source: WHITNEY INFORMATION , 10-Q, August 14, 2006



Total stockholders’ deficit (46,273 (40,486
$ 117,192 $ 102,203

See notes to Consolidated Financial Statements.

3

Source: WHITNEY INFORMATION , 10-Q, August 14, 2006



WHITNEY INFORMATION NETWORK, INC. AND SUBSIDIARIES

Consolidated Statements of Operations and Comprehensive Loss

(Unaudited, in thousands, except per share data)

Revenue
Operating expenses:
Direct course expenses

Advertising and sales expense
General and administrative expense

Loss from operations
Other income (expense):
Other (expense) income
Interest income (expense), net
Equity (loss) earnings from related parties
Gain on sale of assets
Loss before income taxes
Minority interest
Income tax provision
Net loss

Effect of foreign exchange rates

Comprehensive loss

Loss per share:
Diluted

Basic

Weighted average common shares outstanding:

Diluted

Basic

Three months ended June 30,

Six_ months ended June 30,

2006 2005 2006 2005
(restated) (restated)

$ 47500 $ 40,898 $ 92414 $ 79,332
27,022 25,307 53,476 45,918
16,660 12,376 30,863 23,495
8,677 5,697 17,281 11,987
52,359 43,380 101,620 81,400
(4,859 (2,482 (9,209 (2,069
(100) (337) 68 (67)

437 (11) 762 19
(8) (29) 22 (7)

511 524

329 134 852 469
(4,530 (2,348 (8,359 (1,599

228 290

(39 (39

$ (4569 $ (2,120 $ (8,393 $ (1,309
(98 179 (132 (173

$ 4,66 $ 194) $ 8,52 $ 1,48
$ (042 $ (0.29) $ 077 $ (0.15
$ (042 $ (029 $ 0797 $ (0.15
10,924 8.704 10,852 8,690

10,924

8,704

See notes to Consolidated Financial Statements.
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8,690
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WHITNEY INFORMATION NETWORK, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(Unaudited, in thousands)

Six months ended June 30,

Operating activities:
Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization
Stock compensation and warrants expense
Stock gift
Gain on sale of assets
Minority interest
Changes in operating assets and liabilities:
Restricted cash
Accounts receivable, net
Prepaid advertising and other
Inventory
Deferred course expenses
Other assets
Accounts payable
Accrued course expenses
Deferred revenue
Other accrued expenses
Income taxes payable
Net change in operating working capital
Cash provided by operations

Investing activities:
Purchase of property and equipment
Purchase of goodwill and intangible assets
Proceeds from sale of assets
Proceeds received on notes receivable
Investments and advances to related parties, net
Minority interest distribution

Cash provided by investing activities

Financing activities:
Payment to stockholder from sale of common stock
Principal payments on long term debt
Proceeds from exercise of stock options
Stock offering and registration costs
Cash used in financing activities

Effect of foreign currency translation
Increase in cash and cash equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

See notes to Consolidated Financial Statements.
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2006 2005
(restated)
(8,393) $ (1,309
897 957
497
937
(524)
(290)
(1,255) (5,259
(2,397) 127
(375) 579
70 363
(2,118) (1,880
17 3
1,687 (2,965
(265) (645)
24,516 19,182
586 521
(221)
20,245 10,031
14,183 8,865
(881)
(333
1,344
1,740
(101) (29)
(44)
714 982
(5,110)
(79) (312)
1,010
(627) (60)
(4,806) (372)
(132) (173
9,959 9,302
33,244 4,667
43203 $ 13,969

Source: WHITNEY INFORMATION , 10-Q, August 14, 2006



Supplemental cash flow information:
Cash received for interest was $1.0 million and $0.2 million for the six months ended June 30, 2006 and 2005, respectively
Cash paid for interest was $0.2 million and $0.2 million for the six months ended June 30, 2006 and 2005, respectively.
Supplemental disclosure of noncash activity:

Long term debt of $3.6 million was added in March 2006 in connection with our acquisition of the remaining 50% interest ir
SCB Building, LLC

In 2005, 85,470 shares of common stock valued at $0.2 million were issued along with $0.3 million in cash in connection
with the acquisition of SpeakTek, Inc.

Source: WHITNEY INFORMATION , 10-Q, August 14, 2006



WHITNEY INFORMATION NETWORK, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements
Note 1—Basis of presentation

Our Consolidated Financial Statements have been prepared in accordance with accounting principles generally accepted i
the United States of America (U.S. GAAP) for interim financial information and the instructions to Rule 10-01 of Regulation S—X.
Accordingly, they do not include all of the information and notes required by U.S. GAAP for complete financial statements. In the
opinion of Management, all adjustments (consisting only of normal recurring adjustments) considered necessary for a fair presenta
have been reflected in these Consolidated Financial Statements. Operating results for the three and six months ended June 30, 20
not necessarily indicative of the results that may be expected for the year ending December 31, 2006.

We are in the process of amending our Annual Report on Form 10-K for the year ended December 31, 2005 to reflect cert
policy revisions and the effect of such revisions on our historical Consolidated Financial Statements. Until the amended report is fil
these Consolidated Financial Statements should be read in conjunction with the Consolidated Financial Statements and notes ther
included in our Annual Report on Form 10-K for the year ended December 31, 2005 giving consideration to the impact of such
restatements and policy revisions discussed below.

The terms “Company”, “we”, “us” and “our” are used in this report to refer collectively to the parent company and the
subsidiaries through which our various businesses are actually conducted.

Restatement
Overview

On May 15, 2006, we determined and announced that we would restate certain historical financial results. The Consolidate
Statements of Operations and Comprehensive Loss and Cash Flows for the three and six months ended June 30, 2005 and the
Consolidated Balance Sheet as of December 31, 2005 included in this report have been restated from previous filings. The effect
the restatement on our statement of financial position at the end of the reported periods is summarized in the tables below.

The financial restatements reflect:

. a modification associated with a change in revenue recognition policy and restatement of revenue from expired courses;

. reclassifications in financial statement categories and the timing of accruals necessary for comparability to the current
period’s presentation; and

. a revision to the revenue recognition policy with respect to deferral of revenue from our teleconferencing product and
service offering and subscription services.

Summary effects of restatement

The restatements had the following net earnings effect for the three and six months ended June 30, 2005 (in thousands, e:
per share amounts):

Three months ended Six months ended
June 30, 2005 June 30, 2005
Revenue recognition policy change $ (4,461 $ (5,393
Timing of accruals (409 (2,372
Teleconferencing and subscription deferral policy (409 (851)
Decrease in net earnings $ (5,279 $ (8,516
Diluted earnings per share, as previously reported $ 035 $ 0.83
Basic earnings per share, as previously reported $ 0.36 $ 0.84
Diluted earnings per share, as restated $ 0.29 $ (0.15)
Basic earnings per share, as restated $ 0.29 $ (0.15)

Source: WHITNEY INFORMATION , 10-Q, August 14, 2006



Background

In connection with the review of our Registration Statement on Form S-1, we had discussions with Staff members of the
Securities and Exchange Commission (“SEC”) regarding the May 2005 change in policy with respect to revenue recognition in the
United Kingdom. We elected to amend our policy in the United Kingdom with respect to the acceptance of students allowed to take
courses subsequent to the expiration of the contract we had with the student.

The original policy was established at the inception of our European operations and was initially driven by customer servic
and capacity considerations. As the United Kingdom operations matured, we sought to establish conformity with its North Americat
operations; therefore, the policy changed in May 2005 to recognize revenue upon the student contract’s expiry. In the second quar
of 2005, we changed the policy and recorded $1.3 million in revenue in connection with expired contracts.

We revised the May 2005 policy associated with delivering education content to those students who attend classes after th
expiration of the contract. We restated revenue from the United Kingdom to reflect the implementation of the revised revenue
recognition policy.

The SEC further inquired about the revenue recognition policy in United States and Canada with respect to expired contrac
We modified our revenue recognition policy in the United States and Canada as well. Upon the implementation of the new revenue
recognition policy, we may find it necessary to restate periods prior to 2003.

Revenue recognition policy

We are engaged primarily in the business of providing real estate and financial education to individual investors through
courses of study as well as educational materials. We offer our students multiple course packages. Students pay for the courses il
advance and we record the proceeds from the sale of courses as deferred revenue when it is received. Revenue is earned when tf
student attends the course.

The student is permitted to attend courses (in all available learning formats) throughout the life of the student contract. We
allow students to attend courses subsequent to expiration upon request. The tuition is generally nonrefundable. A student may re
a refund within three days of the purchase by exercising a right of rescission. In such cases, the corresponding amount of deferred
revenue is relieved with no impact on the Consolidated Statement of Operations.

We recognize revenue based on:

. when the course is attended by the student; or
. likelihood of the attendance by the student is remote (course breakage), which is based on the historical:
. percentage of students who never attended a course and those students who never attended a course
subsequent to expiration; and
. highest number of days in which 95% of those students who attended our courses subsequent to expiry.
8
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We determine our course breakage rate based upon estimates developed from historical student attendance patterns. Bas
our historical information, we can determine the likelihood of an expired course remaining unattended. Moreover, we determined t
we do not have a legal obligation to remit the value of expired courses to relevant taxing jurisdictions.

To apply course breakage, we calculate verifiable and objective supporting data as of each balance sheet date.

To the extent our financial markets education division (EduTrades, Inc. a wholly owned subsidiary) and United Kingdom
businesses do not have three full years of data (subsequent to course expiration) we recognize revenue based on course attendan
Only at such time that we have developed verifiable and objective data over a three year period subsequent to course expiration w
we apply course breakage based on the methodology described above.

With respect to our EduTrades division and United Kingdom, we expect to have sufficient data to apply course breakage b
the end of 2006. Accordingly, we anticipate reflecting course breakage as contemplated above for the quarter ending December 3
2006, for the courses sold during the beginning of the first quarter 2004 through the fourth quarter of 2006 which remains expired &
unattended. We expect to recognize a significant amount of deferred revenue in the fourth quarter of 2006 from initial application ¢
the course breakage to our EduTrades division and United Kingdom businesses.

As a result of applying this policy, during the three months and six months ended June 30, 2006, we recognized $5.3 millic
and $10.0 million, respectively, in revenue related to course breakage versus the three and six months ended June 30, 2005 in wh
we recognized $6.5 million and $11.3 million, respectively.

Reclassifications

We reviewed the classification of expenses by both period and line item, and restated the 2005 Consolidated Financial
Statements as necessary for comparability with the current period’s presentation. These changes and reclassifications will have nc
cumulative effect on reported earnings, cash flows or adjusted earnings before interest, taxes, depreciation and amortization (Adju:
EBITDA) for the year ended December 31, 2005.

Teleconferencing and subscription services

Upon review of our revenue recognition policies for all service and product offerings, we concluded the previous revenue
recognition policy with respect to our teleconferencing and subscription based offerings needed to be modified in order to comply
with the Financial Accounting Standard Board’s Emerging Issues Task Force Issue No. 00-21, Revenue Arrangements with Multip
Deliverables and the SEC’s Staff Accounting Bulletin No. 104. These restatements will have no cumulative effect on our Consolida
Statement of Cash Flows.

In response to the issues raised described above, we

e« completed a review of our revenue recognition practices and have implemented changes as necessary to account for reve
recognition in accordance with the revised policies as of January 1, 2006; and

e taken action to assure material expense accruals are recorded in the appropriate period; and

e are restating our previously issued Consolidated Financial Statements to reflect the new revenue recognition policies and
accrual practices.

Source: WHITNEY INFORMATION , 10-Q, August 14, 2006



Effects of restatement and reclassifications

The following tables set forth the effects of the restatement and reclassifications on affected line items within our previousl
reported Consolidated Statements of Operations for the three and six months ended June 30, 2005. All financial information is

unaudited and expressed in thousands:

Earnings
before
General Earnings Interest Gain taxes
Direct Advertising & Total (loss) (expense) on and Net
course & sales admin.  operating from Other income, Equity sale of  minority Minority Income  Earnings
Revenue expenses __expense expenses _expenses _operations _income earnings __assets interest interest Tax (loss)
Three months ended June
30, 2005, as previously
reported $ 46,520$% 25234 % 12,917 $ 5902$% 44,053% 2,467 $ 127 $ (180)$ (7)$ 5248 2,931 % 228 $ 3,159
Reclassifications:
Payroll & related costs 456 6 (462)
Commissions 713 (713)
Product cost (125) 125
Event staging (78) 78
Administrative & other costs 34 8 3 (307) (296) 330 (330
Other income (134 169 (22) (13)
As reclassified 46,554 26,208 12,416 5,133 43,757 2,797 (337 (11) (29) 511 2,931 228 3,159
Restatements:
Revenue recognition policy
change (4,982 (521) (521) (4,461 (4,461) (4,469
Revenue deferral policy (679 (225) (40) (265) (409 (409) (409
Accrual timing (155) 564 409 (409 (409) (409
Three months ended June
30, 2005, as restated $ 40898% 25307% 12376 $ 56973 433808% (2482% (3373 s 29)$ 511 $ (2,348 228 $ 2,12
Earnings
before
General Earnings Gain taxes
Direct Advertising & Total (loss) (expense) on and Net
course & sales admin.  operating from Other income, Equity sale of  minority Minority Income  Earnings
Revenue expenses __expense expenses _expenses _operations _income earnings __assets interest interest Tax (loss)
Six months ended June
30, 2005, as previously
reported $ 86,690% 44,069 % 24,815% 11,231$ 80,115$ 6,575% 197 $ 271)$ (7)$ 524 % 7,018 $ 290 $ 7,308
Reclassifications:
Payroll & related costs 589 83 (672)
Commissions 1,207 (1,207)
Product cost 11 (12)
Event staging 103 (103)
Administrative & other costs 15 3 (18) 296 (330
Other income (290 290
As reclassified 86,690 45,994 23,580 10,541 80,115 6,575 (93) 19 7) 524 7,018 290 7,308
Restatements:
Revenue recognition policy
change (5,957 (564) (564) (5,393 (5,393 (5,393
Revenue deferral policy (1,401 (465) (85) (550) (851) (851) (851
Accrual timing 953) 1,445 2,398 (2,398 26 (2,372 (2,372
Six months ended June
30, 2005, as restated $ _79332% 45918% 23495% _11986% 81.4009% (2,069 % (67)% 19$ (1)$ 524 % (15998 290 $ 1,30
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December 31, 2005 Consolidated Balance Sheet

The accompanying Consolidated Balance Sheet as of December 31, 2005 has been adjusted to reflect the cumulative effe
restatements to prior years. The following table summarizes the effect of the restatements on the December 31, 2005 Consolidatec
Balance Sheet (in thousands).

December 31, 2005
As o
previously As
reported restated

Effects of Restatement

Deferred course expenses $ 9513 $ 14,401
Deferred course expenses, noncurrent 99
Total assets $ 97,216 $ 102,203
Deferred revenue $ 80,580 $ 116,777
Deferred revenue, noncurrent 224
Total liabilities $ 102,329 $ 138,750
Foreign currency translation adjustment $ (337) $ (650)
Accumulated deficit (19,757 (50,878
Total stockholders’ deficit (9,052 (40,486
Total liabilities and stockholders’ deficit $ 97,216 $ 102,203

Note 2—Related parties transactions

MRS Equity Corp. was wholly owned by Equity Corp. Holdings, Inc., which manages the processing of payments through
customers’ accounts to the mortgage holder. Equity Corp. Holdings, Inc. was acquired by the Company in 2003 and was previousl
owned by our Executive Vice President, Real Estate Education Division.

Whitney Leadership Group, Inc. is a company that holds all the copyright and intellectual property rights associated with th
education materials and licenses. It was acquired in July 2003 and was previously owned by our Chairman and Chief Executive
Officer and his wife (who is also employed by the Company).

We lease approximately 2,200 square feet of training facilities at 1611 East Cape Coral Parkway (“1611 Cape Coral
Parkway”), approximately 9,000 square feet of space at 1625 East Cape Coral Parkway (“1625 Cape Coral Parkway”) which is use
for offices and shipping, and 4,802 square feet at 1630 SE 47th Terrace which we use as a training facility and for storage, all in Ci
Coral, Florida from Cape Promenade Trust which is for the benefit of Russell A. Whitney, our Chairman and Chief Executive Office
and his wife, Ingrid

11
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Whitney. The leases are for three years and began on March 1, 2003, March 1, 2003 and June 1, 2004 respectively. The monthly
rentals are $1,943, $13,913 and $7,238 respectively. We are on a month—to—month basis with respect to the 1611 Cape Coral Par
lease that expired in March 2006. We extended the lease with respect to 1625 East Cape Coral Parkway through June 30, 2009.

We have an arrangement with Gulfstream Development Corp.; a company owned 25% by our Chairman and Chief Execut
Officer. Under this arrangement we receive $1,000 for each home constructed by Gulfstream for one of our students, who are
presented an opportunity to purchase lots at one of our advanced real estate courses by realtors representing Gulfstream. We hav
interest in the lots, nor any involvement in dealings between students and the realtors or Gulfstream. No revenue was recorded un
this arrangement during the three and six months ended June 30, 2006 and 2005.

Note 3—Property and equipment

Property and equipment consist of the following (in thousands):

June 30, December 31,
2006 2005
(unaudited)
Land $ 1,859 $ 1,728
Building 4,909 4,778
Airplane 2,114 2,114
Software 1,606 1,114
Equipment 1,340 1,253
Furniture and fixtures 788 772
Leasehold improvements 1,508 1,474
14,124 13,233
Less accumulated depreciation (3,656 (3,157
$ 10,468 $ 10,082
Three months ended June 30, Six months ended June 30
2006 2005 2006 2005

(unaudited) (unaudited) (unaudited) (unaudited)

Depreciation expense $ 247 $ 275 $ 493 $ 539
Note 4—Intangible assets
Intangible assets consist of the following (in thousands):
June 30, December 31
2006 2005
(unaudited)

Customer lists and databases $ 5943 $ 5,943
Trademarks 1,050 1,050
Other intangibles 795 795
7,788 7,788
Less accumulated amortization (2,438 (2,039
$ 5350 $ 5,754
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Three months ended June 30, Six_ months ended June 30,

2006 2005 2006

2005

(unaudited) (unaudited) (unaudited)

(unaudited)

Amortization expense $ 202 $ 202 $ 404 $ 418

Future amortization expense of intangibles is as follows (unaudited, in thousands):

Years ending December 31,

2006 $ 790
2007 629
2008 629
2009 629
2010 629
Thereafter 2,448

$ 5,754

Note 5—Long term debt

Long term debt consists of (in thousands):

June 30, December 31,
2006 2005
(unaudited)
Notes payable to individuals for the purchase of equity interest in SCB
Building LLC. Principal and interest payment beginning in April 2006 at
an interest rate of 6.25%. The note matures in April 2016. $ 3,592
Mortgage payable to a bank. Principal plus interest at 5.7% due monthly
until August 2014 and is collateralized by real estate located in the United
Kingdom. 1,988 $ 1,962
Note payable to a finance company. Monthly principal and interest through
December 2018. Interest at the LIBOR rate plus 3.4% and is collateralized
by an airplane. The note is personally guaranteed (up to $0.2 million) by
the majority stockholder. 1,009 1,035
Note payable to an individual for purchase of equity interest in Rancho
Monterey. Principal and interest payments beginning in July 2003 at an
interest rate of 5%. The note matures in June 2008 and is collateralized by
the Company’s stock. 280 345
Other installment notes payable 27 32
6,896 3,374
Less current portion (1113 (462
$ 5783 $ 2912
13
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Note 6—Stock options and warrants
Stock based compensation plans

Our 1998 Stock Option Plan provides for the granting of stock options to key employees. Under the terms and conditions ©
this plan, any time between the grant date and two years of service, the employee may purchase up to 25% of the option shares.
Between two and three years continuous service, the employee may purchase up to 50% of the option shares, and after three yeal
continuous service, the employee may purchase all remaining option shares. All options expire ten years from the date of the grant

Effective January 1, 2006, we adopted the Financial Accounting Standard Board’'s Statement of Financial Accounting
Standards No. 123 (revised 2004), Share-Based Payment (“SFAS No. 123R"), which requires us to measure the cost of employee
services received in exchange for all equity awards granted including stock options based on the fair market value of the award as
the grant date. SFAS No. 123R supersedes Statement of Financial Accounting Standards No. 123, Accounting for Stock—Based
Compensation (SFAS No. “123") and Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (“AP
No. 25"). We adopted SFAS No. 123R using the modified prospective application method of adoption which requires us to record
compensation cost related to unvested stock awards as of December 31, 2005, by recognizing the unamortized grant date fair valt
these awards over the remaining service periods of those awards with no change in historical reported earnings. Awards granted a
December 31, 2005 are valued at fair value in accordance with the provisions of SFAS No. 123R and recognized on a straight line
basis over the service periods of each award. We estimated forfeiture rates for the second quarter of 2006 based on historical
experience.

Prior to 2006, we accounted for stock—based compensation in accordance with APB No. 25 using the intrinsic value
method, which did not require that compensation cost be recognized for the Company’s stock options provided the option exercise
price was established at 100% of the common stock fair market value on the date of grant. Under APB No. 25, we were required tc
record expense over the vesting period for the value of options granted. Prior to 2006, the Company provided pro forma disclosure
amounts in accordance with Statement of Financial Accounting Standards No. 148, Accounting for Stock—Based Compensation —
Transition and Disclosure (“SFAS No. 148"), as if the fair value method defined by SFAS No. 123 had been applied to its
stock—based compensation. Our net earnings and net earnings per share for the six months ended June 30, 2005 would have be
reduced if compensation cost related to stock options had been recorded in the financial statements based on fair value at the grar
dates.

The estimated fair value of the options granted during 2006 and prior years was calculated using a Black Scholes Merton
option pricing model (Black Scholes model). The following summarizes the assumptions used in the 2006 Black Scholes model:

Risk free interest rate 3.91-4.644
Weighted average volatility 80.™%
Dividend yield 0.0%
Expected term 6.5years
Weighted average fair market value at

grant date $ 5.09

The Black Scholes model incorporates assumptions to value stock—based awards. The risk—free rate of interest for perioc
within the contractual life of the option is based on a zero—coupon U.S. government instrument over the contractual term of the eqt
instrument. Expected volatility is based on our stock and historical volatility of our stock. We generally use the average of the vestir
period and the life of the grant to estimate the option term timing within the valuation model. This methodology is not materially
different from our historical data on exercise timing. Separate groups of employees that have similar historical exercise behavior, w
regard to option exercise timing and forfeiture rates, are considered separately for valuation and attribution purposes.

As a result of adopting SFAS No. 123R, the impact to the Consolidated Financial Statements for net loss for the three and
months ended June 30, 2006 was $0.2 million and $0.4 million, respectively, higher than if we had continued to account for stock -
based compensation under APB No. 25. The impact on both basic and diluted earnings per share for the three and six months enc
June 30, 2006 was $0.00
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and $0.00 per share, respectively. Pro forma net earnings, as if the fair value based method had been applied to all awards, are as
follows (unaudited, in thousands, except for per share amounts):

Three months ended June 30,

2006 2005
(restated)
Net loss — as reported $ 4,569 $ (2,120
Add: Stock—based compensation programs recorded as expense, net of tax 158
Deduct: Total stock—based employee compensation expense, net of tax (158) (93
Pro forma net loss $ 4569 $ (2,213
Loss per share:
Diluted — as reported $ 042 % (0.29
Diluted — pro forma $ 042 % (0.25
Basic — as reported $ 042 % (0.249
Basic — pro forma $ (042 3 (0.25

Six months ended June 30,

2006 2005
(restated)
Net loss — as reported $ (8393 $ (1,309
Add: Stock—based compensation programs recorded as expense, net of tax 410
Deduct: Total stock—based employee compensation expense, net of tax (410 (180
Pro forma net loss $ (8393 $ (1,489
Loss per share:
Diluted — as reported $ 077 $ (0.15
Diluted — pro forma $ 077 $ (0.17
Basic — as reported $ 077 $ (0.19
Basic — pro forma $ 077 $ (0.17)

The following table summarizes the components of our stock—based compensation programs recorded as expense (in
thousands):

Three months ended June 30, Six months ended June 30,
2006 2005 2006 2005
(unaudited) (unaudited) (unaudited) (unaudited)
Stock—based compensation expense:
Pretax compensation expense $ 158 $ — $ 410 $ —
Income tax benefit
Stock option expense, net of tax $ 158 $ ] 410 $ —

As of June 30, 2006, $1.3 million of total unrecognized compensation cost related to stock options is expected to be
recognized over a weighted average period of approximately three years.

Activity under our stock option plan during the six months ended June 30, 2006 is as follows (unaudited, in thousands, exc
per share amounts):
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Weighted

average
Weighted remaining
average contractual Aggregate
exercise term intrinsic
Shares price (in years) value
Outstanding at January 1, 2006 1,985 $ 3.56
Granted 35 8.33
Exercised (471 2.14
Forfeited (69) 3.35
Outstanding at June 30, 2006 1,480 4.14 72 $ 5,581
Exercisable at June 30, 2006 942 $ 3.38 6.4 $ 4,645

The aggregate intrinsic value in the table above represents the total pretax intrinsic value (the difference between our closi
stock price on the last trading day of the second quarter of 2006 and the exercise price, multiplied by the number of in—the—money
options) that would have been received by the option holders had all option holders exercised their options on June 30, 2006. The
amount of aggregate intrinsic value will change based on the fair market value of our stock.

The aggregate intrinsic value of options exercised during the six months ended June 30, 2006 was $3.4 million. Exercise ¢
options during the first six months of 2006 resulted in cash receipts of $1.0 million.

Warrants

The following table presents the composition of warrants outstanding at June 30, 2006 (unaudited, in thousands except pe
share data):

Warrants Warrants Remaining
Exercise prices granted exercisable life in years
$4.60 42 42 4.3
$5.25 100 100 2.9
$6.00 1,025 875 3.5
$8.00 100 100 2.9
$4.60 - $8.00 1,267 1,117 3.4

During the second quarter, we issued a warrant convertible to 41,667 common shares to our former investor relations firm.
An expense of $0.1 million was recorded and calculated utilizing the Black Scholes model.

Note 7—Income taxes

We had net operating losses of approximately $27.4 million at December 31, 2005 to offset future federal taxable income f
U.S. domestic operations. The net operating losses expire in the years 2020 through 2024. The Company also has $19.5 million
representing net operating losses for state income taxes that expire in years 2010 through 2024. Generally accepted accounting
principles requires the future utilization to be recorded as a deferred tax asset if management believes if it is more likely than not th
we will generate future taxable income.

As of the end of 2004, we established a valuation allowance to offset all future tax benefits from the operating losses that

would have been recorded as deferred tax assets. In assessing the recoverability of deferred tax assets, Management considers w
it is more likely than not that some portion or all of the deferred tax assets will not be realized. The ultimate realization of deferred t
assets is dependent upon the generation of future taxable income during the periods in which those temporary differences become
deductible. Management considers the scheduled reversal of deferred tax liabilities, projected future taxable income and projection
for future taxable income over the periods in which the deferred tax assets are deductible. During 2005, Management concluded tr
is more likely than not that we will realize the benefits of some of our net operating loss carryforwards creating future tax deductible
amounts for the current year and future periods beyond 2005.
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In arriving at the conclusion that it is more likely than not that we would realize our deferred tax assets we reversed our
valuation allowance resulting in a tax benefit for 2005. We prepared a ten year earnings model with key operating assumptions, alc
with a detailed economic model by business unit and by brand for 2006. We compared these models to historical trends by busine:
unit and by brand, along with detailed operating assumptions by brand to arrive at this conclusion.

Our current trend further supports the reversal of a portion of the valuation allowance. We recorded approximately $8 millic
in taxable income for the year ended 2005 and made a payment of approximately $0.2 million representing our Alternative Minimur
Tax for 2005. We recently completed a detailed forecast of our business for 2006, reflecting our results for the first half of 2006 anc
expectations with respect to the balance of the year, which reaffirms our projections.

Significant management judgment is required in determining our provision for income taxes, our deferred tax assets and
liabilities and any valuation allowance recorded against our net deferred tax assets. We believe, based on the assumptions contair
our economic plan and the current trends of the business, that it is more likely than not that the deferred tax asset will be realized i
the future.

Management does not feel an additional tax asset has been created as a result of the restatement discussed in Note 1— E
of presentation — Restatement. Additionally, the restatement does not affect any previously filed tax returns.

The net operating loss carryforwards from prior years can only be applied to 90% of the current year profits. The deferred t
assets recorded in 2005 represent Management's estimate of all deferred tax benefits to be utilized in the current fiscal year and fu
periods beyond 2005.

We believe, based on the assumptions contained in our economic plan and the current trends of the business, that it is mo
likely than not that the deferred tax asset will be realized in the future.

Note 8—Loss per share

Basic earnings per share are calculated using the weighted average number of common shares outstanding. There are a t
of 1,480,350 stock options, 1,225,000 warrants to purchase common stock outstanding as of June 30, 2006 and a combined 450,
unit placement warrants issued to our placement agent which were excluded from the competition of diluted loss per share for 200!
The following table sets forth the computation for basic and diluted earnings per share (unaudited, in thousands, except for per she
data):

Three months ended June 30,

2006 2005
(restated)
Numerator for diluted loss per common share $ (4569 $ (2,120
Denominator for basic loss per share—weighted average shares 10,924 8,704
Effect of dilutive securities—options and warrants
Denominator for diluted loss per share—adjusted weighted average shares 10,924 8,704
Diluted loss per common share $ (042 % (0.29

Six_ months ended June 30,

2006 2005
(restated)

Numerator for diluted loss per common share $ (8393 $ (1,309

Denominator for basic loss per share—weighted average shares 10,852 8,690

Effect of dilutive securities—options and warrants

Denominator for diluted loss per share—adjusted weighted average shares 10,852 8,690

Diluted loss per common share $ (0.77 $ (0.15
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Where the inclusion of potential common shares is anti—dilutive, such shares are excluded from the computation.
Note 9—Stockholders’ deficit

On March 8, 2006, we issued 98,156 shares of common stock to the widow of Richard Brevoort, our former President and
Chief Operating Officer who passed away in 2002. The Company has recorded $1.4 million in expense in the first quarter of 2006
representing the fair value of the securities issued and our obligation for related income taxes.

On March 29, 2006, we issued long term debt of $3.6 million to acquire the remaining 50% of its consolidated subsidiary
SCB Building, LLC. The difference of $0.3 million between the long term debt and the net book value of minority interest of
$3.9 million has been recorded as additional paid—in capital.

Note 10—Commitments and contingencies
Liguidated damages provision in registration rights agreement

In December 2005, 3,000,000 shares of common stock and 1,500,000 shares of common stock underlying common stock
purchase warrants were sold. We sold 1,750,000 shares of common stock and issued common stock purchase warrants for 50% o
those shares. Concurrently, our Chairman and Chief Executive Officer sold 1,250,000 and issued common stock purchase warrant
50% of those shares. We received $7.9 million in proceeds and netted approximately $7.2 million after expenses.

In connection with the transaction, we entered into a registration rights agreement which provides, for our “best efforts” to
file a registration statement for the resale of the 3,300,000 common shares and the 1,650,000 shares underlying the common stocl
purchase warrants to be declared effective by April 11, 2006 as well as require us to maintain the effectiveness of the Registration
Statement for a one year period subsequent to the effective date. If we failed to have the Registration Statement declared effective
April 11, 2006 (or if effectiveness is not maintained), the registration rights agreement requires the payment of liquidated damages
the investors on a daily basis of $4,500 (which represents 1% per month of the proceeds in cash) until the registration statement is
declared effective or effectiveness is maintained. We have a maximum liability of one year under the registration rights agreement.

The Financial Accounting Standard Board’s Emerging Issues Task Force (EITF) has exposed for deliberation the Financia
Accounting Standards Board Emerging Issues Task Force Issue No. 05-04, the Effect of a Liquidated Damages Clause on a
Freestanding Financial Instrument Subject to EITF Issue No. 00-19, “Accounting for a Derivative Financial Instrument Indexed to
and Potentially Settled in, a Company’s Own Stock.” As articulated under View C in Issue No. 05-04, we view the registration right
agreement and the common stock purchase warrant agreement as separate freestanding agreements which should be accounted
separately. The common stock purchase warrant is classified as equity under the provisions of EITF issue 00-19, and the registrat
rights agreement is accounted for under Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instrume
and Hedging Activities.
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Accordingly, we estimated a probable liability of approximately $0.2 million in connection with the liquidated damages
provision of the registration rights agreement as of December 31, 2005. An additional $0.5 million was accrued during the six mont
ended June 30, 2006 due to delays resulting from the aforementioned restatement of prior period financial statements. The total of
$0.7 million is reflected as a current liability in “Other accrued expenses” in our Consolidated Balance Sheet as of June 30, 2006.

Software commitment

In December 2005, we entered into a commitment for approximately $2.5 million for new software which includes licensing
training and maintenance. Implementation began in the first quarter of 2006.

Litigation

We are not involved in any material asserted or unasserted claims or actions arising out of the normal course of business,
in our opinion, based upon knowledge of facts and advice of counsel, will result in a material adverse effect on our consolidated
financial position.

Other

In the ordinary course of conducting our business, we are subject to various state and federal requirements. In the opinion
management, we are in compliance with these requirements.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following discussion of our consolidated financial condition and results of operations for the periods indicated should b
read in conjunction with our Consolidated Financial Statements, related notes and the other financial data included elsewhere in th
report. The discussion contains forward—looking statements involving risks, uncertainties and assumptions that could cause our
results to differ materially from expectations.

Executive overview

In the United States, the United Kingdom and Canada, we offer postsecondary nonaccredited introductory workshops,
primary and advanced courses and training in two primary fields of study:

e Real estate investing
e Financial markets investing

Through our branded and private label curricula, our content is expansive and our significant investment in these brands
provides for the opportunity to build long term value. Our brand portfolio includes:

e For real estate investment workshops and introductory courses:

e Russ Whitney®'s Building Wealt¥
e Cash Flow Generator®
e Focus on Foreclosuré!

Private label brands:

e Russ Whitney®’'s Business Success System™
e M2 Advantage®

For financial markets investment workshops and introductory courses:

e Teach Me To Trade®
e  Star TradefM
« Options Succe$!

Private label brand:

e Stock Succe¥ System

Our umbrella brand for advanced courses:

e Wealth Intelligence Acaderh

The advanced courses of study under the Wealth Intelligence Adddéargnd include:

. Intensified real estate training
e Wholesale buying
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Foreclosure training

Lease option

Property management and cash flow

Keys to creative real estate financing

Asset protection & tax relief

Mentor field training

Discount notes and mortgages

Manufactured mobile homes and recreational vehicle parks
Rehabbing for profit

Tax liens and deeds

Commercial real estate investing

Domestic and international land investment and development

Master TradefM — practical advanced technical analysis

The Trading P.1.TTM — hedging techniques

The Advanced P.I.TM — spread strategies

H.LT.STM — single stock futures and ETFs

The Trading RooAM — practical trading structures and routines

Advanced Covered Calls — strategies to use options to improve cash flow and hedge risk
Asset Protection — Tax and business planning

Advanced Technical Analysis — Technical trading techniques

Personal Mentor — Personalized training

We offer our students several ways to access our educational content:

We are also aware of other macroeconomic trends—including changes in the real estate markets, financial markets, overa
employment, early retirement and consumer confidence that may impact overall demand, and believe we can adapt our curriculum
development and marketing message accordingly to changing trends. Moreover, we are also cognizant that we compete in an ares
where the barrier is low with respect to content development, however, access to students and the fulfillment of the courses require
substantial cash outflow before cash inflow is realized in the form of tuition.

Our international presence in the United Kingdom and Canada represents approximately 3.7% of our cash received from
course and product sales for the six months ended June 30, 2006. We intend to review our entire international strategy during the
upcoming year.

Live instruction in classroom settings
Onsite mentoring

Telephonic coaching

Electronic access

Conferences

The review is taking place so that we can assess whether market conditions support a further investment of resources in tt
international market and conversely, if we should consider exiting our international business.

The review will consist of:

Assessing the current state, outlook and trends for the postsecondary education market with an emphasis in real esta

and financial markets education for the individual investor
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e Dimensionalize the market potential and our business model

e  Supporting our brand positioning, its competitive strengths and overall business case to warrant investment outside
North America, through:

. Clarifying the positioning of the respective brands in our portfolio

. Identifying core competencies

. Articulating competitive advantages and weaknesses

. Benchmarking operating metrics to industry norms and selected competitors
. Evaluating our financial capabilities and opportunities

. Reviewing other points of differentiation

e Articulating our international five year strategic, development and economic plan
Prioritizing our initiatives over the near term and developing a near term tactical plan

Our operating results are expressed as a percentage of revenue below (unaudited):

Three months ended June 30, Six months ended June 30,

2006 2005 2006 2005
(restated) (restated)
Revenue 100.0% 100.0% 100.0% 100.0%
Operating expenses:
Direct course expenses 56.9 61.9 57.9 57.9
Advertising and sales expense 35.0 30.3 334 29.6
General and administrative expenses 18.3 13.9 18.7 15.1
110.2 106.1 110.0 102.6
Loss from operations (10.2 (6.1 (10.0) (2.6)
Other income (expense):
Other (expense) income (0.2 (0.8) 0.1 (0.
Interest income, net 0.9 (0.0 0.8 0.0
Equity earnings from related parties (0.0 0.1 0.0 (0.0
Gain on sale of assets 1.2 0.7
0.7 0.3 0.9 0.6
Loss before income taxes (9.5 (5.8 (9.0) (2.0
Minority interest 0.6 0.3
Income taxes (0.7 (0.1)
Net loss (9.6% (5.2% (9.1)% (1.7%

Our cost structure is particularly sensitive to increasing television advertising and production costs and travel related
expenses. However, a very meaningful part of our cost structure is variable in nature, such as instructor related costs which are
primarily a function of sales realized.

We obtain the majority of our students through free introductory workshops. These free introductory workshops are
established in various metropolitan areas in the United States, the United Kingdom and Canada. Prior to the actual workshop, we
expend a significant amount of money in the form of advertising through various media channels, television, direct mail, and
newspaper.

22

Source: WHITNEY INFORMATION , 10-Q, August 14, 2006



(Unaudited, in thousands)

Three months ended June 30, Six months ended June 30,
2006 2005 2006 2005
(restated) (restated)
Cash received from course and product sales $ 59,662 $ 50,941 $ 116,930 $ 98,514
Less: Net change in deferred revenue (12,162 (10,043 (24,516) (19,182
Revenue for financial reporting purposes $ 47500 $ 40,898 $ 92,414 $ 79,332

Due to the timing differences between cash collection and the time at which our students actually take the course (or cours
expiration, which ever is earlier), we have historically recorded a substantial amount of deferred revenue. The deferred revenue at
end of each period will result in reported revenues in subsequent periods through student attendance or course breakage.

Operating expenses expressed as a percentage of cash received from course and product sales is reflected in the followin
table (unaudited):

Three months ended June 30, Six months ended June 30

2006 2005 2006 2005
(restated) (restated)
Cash received from course and product sales 100.0% 100.0% 100.0% 100.0%
Direct course expenses 45.3 49.7 45.7 46.6
Advertising and sales expense 27.9 24.3 26.4 23.8
General and administrative expenses 14.5 11.2 14.8 12.2
87.7 85.2 86.9 82.6
12.3% 14.8% 13.1% 17.4%

As used in the following operating data and our reconciliation, EBITDA means net loss before income taxes plus interest
expense, depreciation and amortization expense, as well as the stock portion of the gift to the widow of the former President, intere
and nonoperating income, stock based compensation and warrant expense, minority interest and equity earnings in related parties
gain from the sale of assets. We refer to “Adjusted EBITDA” to mean EBITDA adjusted for the net change in deferred revenue less
the net change in deferred course expenses. Adjusted EBITDA is not a financial performance measurement under generally accer
accounting principles.

We use Adjusted EBITDA as a key measure in evaluating our operations and decision—making. We feel it is a useful
measure in determining our performance since it takes into account the net change in deferred revenue and deferred course exper
combination with our operating expenses. We reference Adjusted EBITDA frequently since it provides supplemental information th
facilitates internal comparisons to historical operating performance of prior periods and external comparisons to competitors’
historical operating performance in our industry. We plan and forecast our business using Adjusted EBITDA, with comparisons of
actual to planned and forecasted Adjusted EBITDA. In addition, we provide Adjusted EBITDA because we believe investors and
security analysts find Adjusted EBITDA to be a useful measure for evaluating our performance.

The vast majority of our costs to acquire the student have been expended up to the point of registration, such as media, tre
facilities and instructor fees for the introductory workshops; these costs are expensed when incurred. However, the tuition paid at
registration is deferred until the course is attended by the student, the student has received the course content in an electronic forn
or estimated course breakage is recognized, at which time the revenue is deemed earned. Thus, reporting under generally accepte
accounting principles in the United States of America (U.S. GAAP) creates significant timing differences with respect to revenue ar
expenses, both in the form of cash flows and in the form of our Consolidated Statement of Operations. As a
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result of these factors, our operating cash flows can vary significantly from our results of operations for the same period. For this
reason we believe Adjusted EBITDA is an important non U.S. GAAP financial measure.

Adjusted EBITDA should not be considered as an alternative to net loss, cash flows provided by operations, investing or
financing activities or other financial statement data presented in the Consolidated Financial Statements as indicators of financial
performance or liquidity. Items excluded from Adjusted EBITDA are significant components in understanding our financial
performance. Since Adjusted EBITDA is not a measurement determined in accordance with U.S. GAAP and is susceptible to varyil
calculations, Adjusted EBITDA, as presented, may not be comparable to other similar titted measures of performance from other
companies (unaudited, in thousands):

Three months ended June 30, Six months ended June 30,
2006 2005 2006 2005
(restated) (restated)
Net loss $ (4,569 $ (2,120 $ (8393 $ (1,309
Interest (income) expense, net (437 11 (762 (29)
Other (income) expense 100 337 (68) 67
Taxes 39 39
Stock gift 937
Stock compensation and warrant expense 245 497
Depreciation and amortization 449 477 897 957
Minority interest and equity earnings 8 (199 (22 (283)
Gain on sale of assets (519 (529
EBITDA (4,165 (2,005 (6,879 (1,111
Net change in deferred revenue 12,162 10,043 24,516 19,182
Net change in deferred course expenses (1,068 (1,118 (2,118 (1,880
Adjusted EBITDA $ 6,929 $ 6,920 $ 15,523 % 16,191
Adjusted EBITDA as a percentage of cash received from
course and product sales 11.6% 13.6% 13.3% 16.4%

We can continue to have differences between cash flows and reported revenues in our Consolidated Statement of Operati
as the students have yet to take the courses they have paid for. The overall expenses associated with delivering the advanced cou
are significantly lower than the expenses surrounding the introductory courses. We hire speakers, instructors, trainers and mentors
an independent contractor basis. These individuals are compensated primarily on a commission basis or sometimes on a fixed fee
basis.

EduTrades, Inc.

EduTrades, Inc., our financial markets education wholly owned subsidiary, began operations in July 2002, with the
acquisition of Teach Me to Trade®, with sales commencing in the fourth quarter of 2002.

One-half of all U.S. households own stocks, either directly or through a mutual fund or retirement plan, according to a 200!
survey by the Securities Industry Association, Federal Reserve Board and U.S. Census Bureau. This represents 56.9 million
households in 2005, when compared to 40.0 million ten years ago, and 15.9 million in 1983. Investment in the stock market and in
mutual funds continues to be significant. In 2005, equity fund inflows amounted to $147.6 billion.
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Approximately 67% of all equity investors are between the ages of 35 and 64, with a 51 years of age mean median, the pe
earning and investing years, according to the Securities Industry Association/Investment Company Institute survey. According to tt
U.S. Census Bureau and the same survey, of the 9.1 million, or approximately one-third of all individuals in the U.S., individuals w|
own equities, the median household income is $65,000, the median financial household assets are $125,000, 70% are married, 56
college graduates and 70% are employed.

Since that time, investment in the stock market and mutual funds continues to be substantial, and there has been significal
growth in investments in alternate financial instruments such as options, single stock futures and indexes. Trading in option contrac
reached record levels in 2005. According to the Chicago Board of Options Exchange, there were 468.2 million option contracts trac
in 2005 compared to 361.1 million in 2004, a 29.7% increase. This trend has continued through the first six months of 2006, where
trades in option contracts have increased 56% to 338.4 million contracts from 216.6 million contracts over the same period in 2005

Accordingly, in July 2005, we established EduTrades as a separate subsidiary for our financial markets education division.
Reasons behind establishing EduTrades as a separate subsidiary and positioning it as a public company subsidiary include:

e Affording investors an opportunity to invest exclusively in our financial markets education business;

« Allowing the market to isolate and judge the performance of our EduTrades, Inc. making it easier to value;

e Shares in EduTrades, Inc. can be used for strategic acquisitions;

e Presenting an opportunity to provide stock options to attract and reward EduTrades employees;

« Allowing most of EduTrades senior management team to focus exclusively on the financial markets education sector;
and

e  Supplying capital for product and service development, infrastructure and general corporate purposes

In November 2005, EduTrades filed a Registration Statement with the Securities and Exchange Commission to sell a
minority interest to the public. The registration statement has not been declared effective by the SEC. We have agreed to various
agreements to provide shared administrative services for both EduTrades and us to maximize our cost leverage in both companies

We entered into an Administrative Services Agreement, a Fulfilment Agreement, a Lead Marketing Agreement, an
Assignment Agreement and a Voting Agreement with EduTrades. A summary of each agreement follows:

Administrative Services Agreement:

We provide administrative and operational assistance as needed, in the following areas:

e Executive management

e Finance and business planning

e Accounting and control

e Business development

e  Strategic alliances

e Legal

e Bookkeeping

e  Confirmations

e Education content and product development
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Facilities management
Human Resources
Information Technology
Marketing

Operations

Sales

Shipping

We are compensated for all services under this Agreement at a monthly rate of:

e Actual expenses incurred
e An allocation of shared expenses based primarily upon the revenues of both EduTrades and us
e An administrative fee of 15% of the shared expense

Fulfillment Agreement:

EduTrades agreed to fulfill all outstanding financial market education obligations sold to students prior to August 1, 2005.
These training obligations encompass all obligations related to the financial markets education training, including mentoring sessio
sold by us or any of our business entities prior to August 1, 2005 that have not yet been fulfilled. Each outstanding course or
mentorship that has not been fulfilled is deemed an unfulfilled training obligation. We paid EduTrades a contractually fixed amount
each month per student for each training session fulfilled by it. This agreement terminated on August 1, 2006.

Lead Marketing Agreement:

We provide marketing services to EduTrades to be conducted and targeted at our customer leads database. Direct adverti
and marketing services which relate to EduTrades are reimbursed to us and shared expenses are billed with a 15% administrative
as provided in the Administrative Services Agreement. This agreement can be cancelled by EduTrades or us upon 90 days notice.

Assignment Agreement:

We assigned to EduTrades as of July 25, 2005 all of our rights, title and interest, on a worldwide basis, including, without
limitation, all intellectual property rights, including copyrights, student lists and moral rights, in and to certain proprietary products,
patent applications, copyrights, internet property and proprietary information. This agreement includes a right of first refusal for us t
repurchase the assigned assets if we propose to transfer the assets to a third party through a merger or acquisition.

Voting Agreement:

Commencing on the date of the consummation of EduTrades’ initial public offering and for a period of five years thereafter,
we agreed that the voting securities we own or hereafter acquire in EduTrades would be voted by a majority vote of the independe
directors serving on our Board of Directors with respect to any vote submitted to our shareholders at any annual or special
shareholders’ meeting. In the event there are no independent directors serving on our Board at the time of any such meeting durin
five year term of the agreement, we agreed that the voting securities we now own or hereafter acquired in EduTrades will be voted
the remaining directors serving on the our Board at any such meeting in the same manner as the majority of the voting securities n
owned by us are voted at the shareholders’ meeting.
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Noncore investments

We also have investments in various projects that are noncore to our mission. These investments were opportunistic in nal
and leverage the experience of our Chairman and Chief Executive Officer and management team in real estate development. The
investments we currently hold have not materially impacted our liquidity.

As of June 30, 2006, our noncore investments consisted of equity interests in real estate ventures in Costa Rica and
Southwest Florida.

Costa Rica investment

Our total investment, including initial and working capital advances, in Costa Rica at June 30, 2006 and December 31, 200
amounted to $2.2 million and $2.1 million, respectively representing a:

e 30% equity interest in a company, Rancho Monterey, S.A., that owns approximately 350 acres of undeveloped land or
the Pacific coast;

e 20% equity interest in a company, Monterey del Mar, S.A., that owns an ocean front hotel on the Pacific coast of Cost:
Rica;

e 8% equity interest in a company, Monterey del Este, S.A., organized to develop unimproved land in Costa Rica
consisting of approximately 425 acres contiguous to our investment in Rancho Monterey, S.A.

Included in these amounts are working capital advances of $1.5 million and $1.4 million at June 30, 2006 and December 3
2005, respectively.

For the three and six months ended June 30, 2006 and 2005, respectively, under the equity method of accounting, our she
of the (loss) earnings is reflected in the accompanying Consolidated Statement of Operations.

Not included above is the land, building and fixtures with respect to our 7,000 square foot conference center also located it
Costa Rica. Our historical cost and related accumulated depreciation are reflected in our Consolidated Balance Sheets under the
caption “Property and equipment”. It is our intention to divest our interests in Costa Rica at the appropriate time.

Southwest Florida investment

In 2004, we entered into a joint venture under which we hold a 50% interest in Tranquility Bay of Southwest Florida, LLC
which owns 74 acres of land zoned for residential development in Southwest Florida. We do not intend to keep our interest as a lot
term holding and will divest this investment at the appropriate time. The investment entity has no ongoing activity other than minim
costs of carrying the land. Under the equity method of accounting, we record our share of these costs which were nil and nil for the
three and six months ended June 30, 2006 and 2005, respectively.

It is our intention to divest our interests in this joint venture at the appropriate time.
Critical accounting policies
Revenue recognition policy

We are engaged primarily in the business of providing real estate and financial education to individual investors through
courses of study as well as educational materials. We offer our students multiple course packages. Students pay for the courses ii
advance and we record the proceeds from the sale of courses as deferred revenue when it is received. Revenue is earned when tt
student attends the course.
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The student is permitted to attend courses (in all available learning formats) throughout the life of the student contract. We
allow students to attend courses subsequent to expiration upon request. The tuition is generally nonrefundable. A student may re
a refund within three days of the purchase by exercising a right of rescission. In such cases, the corresponding amount of deferred
revenue is relieved with no impact on the Consolidated Statement of Operations.

We recognize revenue based on:

« when the course is attended by the student; or
« likelihood of the attendance by the student is remote (course breakage), which is based on the historical:

e percentage of students who never attended a course and those students who never attended a course subsequer
expiration; and
¢ highest number of days in which 95% of those students who attended our courses subsequent to expiry.

We determine our course breakage rate based upon estimates developed from historical student attendance patterns. Bas
our historical information, we can determine the likelihood of an expired course remaining unattended. Moreover, we determined t
we do not have a legal obligation to remit the value of expired courses to relevant taxing jurisdictions.

To apply course breakage, we calculate verifiable and objective supporting data as of each balance sheet date.

To the extent our financial markets education division (EduTrades, Inc., a wholly owned subsidiary) and United Kingdom
businesses do not have three full years of data (subsequent to course expiration); we recognize revenue based on course attendat
Only at such time that we have developed verifiable and objective data over a three year period subsequent to course expiration w
we apply course breakage based on the methodology described above.

Advertising and sales expense and prepaid advertising

Advertising costs and direct sales expenses are expensed as incurred. Advertising paid in advance is recorded as prepaid
such time as the advertisement is published.

Deferred expenses
Certain direct course expenses are deferred until such time the course is conducted and the related revenue is earned.

We defer commissions and fees paid to our speakers until such time the revenue is earned. Our speakers, who are all
independent contractors, earn commissions on the cash receipts received at our educational events and are paid approximately 3(
after the educational event. Thus, the only costs resulting from the successful acquisition of a paying customer are capitalized. Tr
deferred course expenses are tracked individually by student and are recognized in the statement of operations as the student atte
the course, the same time the associated revenues are recognized.

We capitalize these commissions and fees paid to our speakers consistent with SFAS No. 91 Accounting for Nonrefundab
Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases—an amendment of FASB
Statements No. 13, 60, and 65 and a rescission of FASB Statement No. 17, Technical Bulletin No. 90-1 Accounting for Separately
Priced Extended Warranty and Product Maintenance Contracts and the SEC’s Staff Accounting Bulletin No. 104.

Historically, the amount of revenue collected is directly related to the amount of advertising and direct sales expenses
incurred. The revenue from the training courses can be deferred as much as one year
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after the advertising and sales expenses are incurred. A statement of operations can show increased losses, or reduced net earnir
periods in which course registration and cash receipts are growing at a fast rate.

From a balance sheet perspective, the liability which we designate as “Deferred revenue,” will increase as cash receipts ar
collected in advance and the classes to which they pertain have not yet taken place or have not expired. When students attend mo
courses as compared to new course sales, our deferred revenue will decrease and therefore increase our earnings. Furthermore, ¢
we receive cash in advance of providing delivery of our education content, we need to retain sufficient cash to pay final course cos

Recently issued accounting pronouncements

In July 2006, the FASB issued Financial Interpretation No. 48, Accounting for Uncertainty in Income Taxes (“FIN No. 48").

FIN No. 48 clarifies the accounting for uncertainty in income taxes recognized in accordance with SFAS No. 109, Accounting for
Income Taxes. This Interpretation requires that we recognize in our financial statements, the impact of a tax position, if that positiol
more likely than not of being sustained on audit, based on the technical merits of the position. FIN No. 48 provides guidance on
recognizing, measuring, presenting and disclosing uncertain tax positions that a company has taken or expects to take on a tax ret
Our effective date for adopting FIN No. 48 is as of January 1, 2007, with the cumulative effect of the change in accounting principle
recorded as an adjustment to opening accumulated deficit. We are currently evaluating the impact of FIN No. 48 on our Consolida
Financial Statements.

The EITFreached a consensus on EITF Issue No. 06—-03, How Taxes Collected from Customers and Remitted to Governmental Authorities Shoul
Be Presented in the Income Statement (That Is, Gross versus Net Presentation) (“EITF No. 06—-03") in June 2006. EITF No. 06—03 provides that the presente
of taxes assessed by a governmental authority that is directly imposed on a revenue—producing transaction between a seller and a customer on either a gros:
(included in revenues and costs) or on a net basis (excluded from revenues) is an accounting policy decision that should be disclosed. . The Task Force obse
that because the tentative conclusion in this Issue requires only the presentation of additional disclosures, we would not be required to reevaluate its existing
policies related to taxes assessed by a governmental authority that are directly imposed on a revenue-producing transaction between a seller and a custome
provisions of EITF No. 06—03 become effective as of January 1, 2007. We are currently examining the impact of adopting EITF No. 06—-03 on our Consolidate
Financial Statements.
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Second Quarter 2006 compared to Second Quarter 2005
Revenue

Our revenue for the three months ended June 30, 2006 amounted to $47.5 million, an increase of 16.1% over $40.9 millior
the comparable period in 2005 (unaudited, in thousands):

Three months ended June 30, %
2006 2005 change
(restated)
Cash received from course and product sales:
Three day sessions 5,552 6,266 (11.9%
Advanced courses 31,058 30,606 15
Outreach programs 16,152 9,988 61.7
Products sales 3,822 3,609 5.9
Other 3,078 472 552.1
Total cash received from course and product
sales 59,662 50,941 17.1
Net change in deferred revenue (12,1629 (10,043) 21.1
Revenue for financial reporting purposes 47,500 40,898 16.1%

The strong growth in our outreach programs more than offset the decline realized in basic three day sessions. We also
increased our alliance related sales classified as “Other” over the second quarter in 2005. We decided to reduce the tuition prices f
the basic three day sessions in 2005 to provide the opportunity for more students to benefit from our offerings and provide the
opportunity for our students to be exposed to our advanced courses. This resulted in part, in a 25.1% increase in the number of
students in advanced courses during the quarter as compared to 2005. Our advanced course tuition pricing increased mid—first qu:
in 2006 by 10.2% weighted average on an annualized basis.

The following illustrates the number of educational events, the number of students and the average number of students pe

paid course for the comparative periods:

Number of courses
Free introductory workshops
Three day sessions
Advanced live courses
Advanced electronic courses

Number of paid students
Three day sessions
Advanced live courses
Advanced electronic courses

Average students per paid course
Three day sessions
Advanced live courses

Three months ended June 30,

2006

1,360
293
159

33

1,845

17,257
4,170
2,557

23,984

58.9
26.2
47.4

30

%

2005 change
1,236 10.0%
280 4.6
148 7.4

35 (5.7
1,699 8.6%
14,784 16.7%
3,333 25.1
981 160.7
19,098 25.6%
52.8 11.6
22.5 16.4
42.3 12.1%
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Our financial markets education division’s cash received from courses and product sales grew 79.7% over 2005, to
$32.2 million, while the real estate division decreased 16.8% to $27.5 million.

We experienced a 12.5% decrease in overall registrations for our free introductory courses over the same period in 2005.
decline was driven by our real estate education division, offset by our financial markets division.

Domestically, leading the way was Teach Me To Trade® and Star Trddeith 86.7% and 26.8%, respectively, increases
in cash received from course and product sales over the second quarter of 2005. Our most mature brands, Russ Whitney®'s Builc
WealthTM slipped 22.7% and Cash Flow Generator® dropped 24.1% for the second quarter when compared to the same period of
2005. Our international brands' cash received from course and product sales declined 33.6% in the second quarter of 2006. The
decrease is entirely attributable to our United Kingdom business.

In the quarter, we realized an encouraging shift of individuals registering to our free introductory workshops via our brande
Websites. However, we also saw a decline in response in our newspaper and direct mail effort in the quarter. The following chart
reflects the media source by which prospective students accessed our free introductory workshops:

Three months ended June 30,

2006 2005
Television 67.4% 66.1%
Direct mail 12.0 13.5
Newspaper 2.1 4.1
Website 18.1 16.3
Other 0.4
100.0% 100.0%

Revenue recognized from course breakage was $4.7 million in the three months ended June 30, 2006, compared to $6.5
million in three months ended June 30, 2005, a decrease of $1.8 million. Revenue from course breakage was 10.0% and 15.5% of
revenue for the three months ended June 30, 2006 and 2005, respectively.

We have expanded our options for course delivery towards our goal of minimizing the number of expired contracts. We ha
increased the number of courses offered on digital video disks (DVD) and the opportunities to take courses via the Internet, and ha
expanded our live presentations within the United States. We have also implemented outreach notifications as courses near expira
by email and the U.S. mail.

Direct course expenses

Direct course expenses relate to our basic three day sessions and advanced courses, and consist of instructor fees, facility
costs, salaries associated with our field travel team coordinators and related travel expenses.

In the second quarter of 2006, direct course expenses increased $1.7 million to $27.0 million, or 6.8% from $25.3 million ir
the same period 2005. As a percentage of revenue, direct course expenses decreased from 61.9% of revenue in 2005 to 56.9% in
The components of this 5.0 percentage point (pp) decrease include:

Margin change
2006 vs. 2005

Increase in event expense 0.8pp
Decrease in effective sales and alliance commissions rate a.7)
Decrease in advanced course delivery (0.9
Decrease in product cost (1.9
Other direct course expenses, net (1.3
(5.0pp
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Advertising and sales expense
Advertising and sales expense as a category consists of two components:
. Purchased media to generate registrations to our free introductory workshops
. Costs associated with supporting student recruitment
Advertising and sales expense for 2006 amounted to $16.7 million, an increase of 34.6% (or $4.3 million) compared to

$12.4 million in 2005. Advertising and sales expense in the 2006 period was 35.0% of revenue compared to 30.3% of revenue for
comparable period in 2005. The following chart illustrates this change of 4.7 percentage points (pp):

Margin change
2006 vs. 2005

Increase in media purchases 1.50p
Increase in sales commissions to support student recruitment 3.2
4.7pp

Our media spending is primarily via television commercials, which increased by 22.6% in the second quarter over the sam
period in 2005. We also shifted some of our media spending to direct mail over the past year from newspaper, as reflected in the
following media spending as a percentage of total media spending:

Three months ended June 30,

2006 2005
Television 76.3% 79.3%
Direct mail 13.8 12.8
Newspaper 4.5 7.9
Website and other 5.4

100.0% 100.0%

The sales commissions increase resulted from of a sales mix shift to Outbound sales, which saw a 61.7% increase in cash
received from course and product sales over the same period in 2005. The effective sales commission rate increased 4.4 percenta
points for the three months ended June 30, 2006 over the same period in 2005.

General and Administrative Expenses

General and administrative expenses primarily consist of compensation, benefits, insurance, facility expense, and travel fo
the corporate staff.

General and administrative expenses were $8.7 million in three months ended June 30, 2006, an increase of $3.0 million,
52.3%, as compared to $5.7 million in the three months ended June 30, 2005. As a percentage of revenue, general and administra
expenses increased from 13.9% of revenues in 2005, to 18.3% in the 2006 period. Included in the current quarter’s results are $0.¢
million in expenses associated with our customer relationship management implementation and an additional $0.2 million accrual
associated with the liquidated damages provision in the registration rights agreement discussed in
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Note 10 — Commitments and contingencies to the Consolidated Financial Statdtaetuss for the 4.4 percentage point (pp)
increase in general and administrative include:

Margin change
2006 vs. 2005

Costs associated with customer relations management system installation 1.3pp
Liguidated damages provision accrual 0.4
Stock option compensation and warrant expense 0.3
Infrastructure and related compensation expense 1.9
Other general and administrative expenses, net 0.5
— 4.4pp

Loss from operations

We incurred a loss of $4.9 million from operations in the three months ended June 30, 2006, compared to a loss of
$2.5 million from operations in the comparable 2005 period. Our increase in revenue of 16.1% was offset by a 20.7% increase in
operating expenses. Higher operating costs as discussed above and unfavorable timing differences were the primary drivers for th
margin decline.

Other income
Other income in 2006 was $0.3 million compared to $0.1 million in 2005.

Interest income, net, increased by $0.4 million to $0.4 million as a result of the larger cash and cash equivalents balance
resulting from increased course registration receipts, proceeds from the real estate investment sales and stock offering in 2005,
coupled with a reduced long term debt outstanding.

We recognize deferred tax assets and liabilities, at enacted income tax rates, based on the temporary differences between
financial reporting basis and the tax basis of our asset and liabilities. We include any effects of changes in income tax rates or tax |
in the provision for income taxes in the period of enactment. When it is more likely than not that a portion or all of a deferred tax as
will not be realized in the future, we provide a corresponding valuation allowance against the deferred tax asset.

Net loss

Net loss in the three months ended June 30, 2006 amounted to $4.6 million, compared to a net loss of $2.3 million for the
three months ended June 30, 2005. The decrease in earnings from operations and the aforementioned stock gift contributed to the
loss for 2006 period.

Six months ended June 30, 2006 compared to six months ended June 30, 2005
Revenue

Our revenue for the six months ended June 30, 2006 amounted to $92.4 million, an increase of 16.5% over $79.3 million ir
the comparable period in 2005 (unaudited, in thousands):
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Six months ended June 30, %

2006 2005 change
(restated)
Cash received from course and product sales:
Three day sessions $ 11,890 $ 12,997 (8.5)%
Advanced courses 62,001 57,642 7.6
Outreach programs 30,230 17,900 68.9
Products sales 7,268 6,421 13.2
Other 5,541 3,554 55.9
Total cash received from course and product sales 116,930 98,514 18.7
Net change in deferred revenue (24519 (19,182 (27.8
Revenue for financial reporting purposes $ 92414 $ 79,332 16.5%

The strong growth in our outreach programs, advanced courses and alliance sales (reflected, in part, in “Other”) offset the
decline realized in basic training sessions. We decided to reduce the tuition prices for the basic training sessions in 2005 to provide
opportunity for more students to benefit from our offerings and provide the opportunity for our students to be exposed to our advan
courses. Our advanced course tuition pricing increased mid—first quarter by 10.2% weighted average on an annualized basis.

The following illustrates the number of educational events, the number of students and the average number of students pe
paid course for the comparative periods:

Six months ended June 30, %
2006 2005 change
Number of courses
Free introductory workshops 2,591 2,394 8.2%
Three day sessions 521 471 10.6
Advanced live courses 302 296 2.0
Advanced electronic courses 92 79 16.5
3,506 3,240 8.2%
Number of paid students
Three day sessions 31,754 27,508 15.4%
Advanced live courses 7,646 6,673 14.6
Advanced electronic courses 4,328 1,553 178.7
43,728 35,734 22.4%
Average students per paid course
Three day sessions 60.9 58.4 4.3%
Advanced live courses 25.3 22.5 12.4
47.9 44.6 7.4%

Our financial markets education division’s cash received from courses and product sales grew 78.0% over 2005, to
$59.1 million, while the real estate education decreased 10.5% versus 2005 at $57.3 million.

We experienced a 5.3% decline in overall registrations to our free introductory courses over the same period in 2005.

On a brand level, domestic brands had a mixed performance in the six months ended June 30, 2006 over the same period
2005. Leading the way was Teach Me To Trade® and Star Tiiddeith a 89.7% and 50.1% increases, respectively, in cash
received from course and product sales over the same period in 2005, while our most mature brands, Russ Whitney®'s Building
Wealth’M declined 10.9% and Cash Flow Generator® slipped 9.3%, rounding out our major brands. Our international brands' cash
received from course and product sales declined 19.4% over the comparable period in 2005. Our United Kingdom business was th
leading contributor to the decline.

We realized an encouraging shift of individuals registering to our free introductory workshops via our branded Websites.
However, we also saw a decline in response in our newspaper and direct mail effort in the quarter. The following chart reflects the
media source by which prospective students accessed our free introductory workshops:
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Six months ended June 30,

2006 2005
Television 68.0% 67.1%
Direct mail 11.7 12.8
Newspaper 1.8 5.2
Website 18.3 14.9
Other 0.2
100.0% 100.0%

Revenue recognized from course breakage was $10.0 million in the six months ended June 30, 2006, compared to $11.3
million in the six months ended June 30, 2005, a decrease of $1.3 million. Revenue from course breakage was 10.8% and 14.1% ¢
total revenue for the six months ended June 30, 2006 and 2005, respectively.

We have expanded our options for course delivery towards our goal of minimizing the number of expired contracts. We ha
increased the number of courses offered on DVD and the opportunities to take courses via the Internet, and have expanded our liv
presentations within the United States. We have also implemented outreach notifications as courses near expiration by e-mail and
U.S. mail.

Direct course expenses

Direct course expenses relate to our basic three day sessions and advanced courses, and consist of instructor fees, facility
costs, salaries associated with our field travel team coordinators and related travel expenses.

In the first six months of 2006, direct course expenses increased $7.6 million to $53.5 million, or 16.5% from $45.9 million
in the same period 2005. As a percentage of revenue, direct course expenses remained flat at 57.9% of revenue in 2006 when
compared to 57.9% of revenue in 2005. The components of direct course expense changed as follows:

Margin change
2006 vs. 2005

Increase in event expense 0.2pp
Increase in effective sales commissions rate 0.6
Increase in advanced course delivery 0.8
Decrease in product cost (1.3)
Other direct course expenses, net (0.3
0.0pp

Advertising and Sales Expense
Advertising and sales expense as a category consists of two components:
. Purchased media to generate registrations to our free introductory workshops
. Costs associated with supporting student recruitment

Advertising and sales expense for 2006 amounted to $30.9 million, an increase of 31.4% (or $7.4 million) compared to
$23.5 million in 2005. Advertising and sales expense in the 2006 period was 33.4% of revenue, as compared to 29.6% of revenue
comparable period in 2005. The following chart illustrates this change of 3.8 percentage points:
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Margin change
2006 vs. 2005

Increase in media purchases 1.3pp
Increase in sales commissions to support student recruitment 2.5

Y

Our media spending is primarily via television commercials, which increased by 22.8% in the six months ended June 30,
2006 over the same period in 2005. We also shifted some of our media spending to direct mail over the past year from newspaper,
reflected in the following media spending as a percentage of total media spending:

Six_ months ended June 30,

2006 2005
Television 79.8% 78.3%0
Direct mail 13.2 11.9
Newspaper 4.0 9.8
Website and other 3.0
100.0% 100.0%

Sales commissions increase was a result of an access mix shift to Outbound sales, which saw a 68.9% increase in cash
received from course and product sales over the same period in 2005. The effective sales commission rate increased slightly by 0.
percentage point for the six months ended June 30, 2006 over the same period in 2005.

General and administrative expenses

General and administrative expenses primarily consist of compensation, benefits, insurance, facility expense, and travel fo
the corporate staff.

General and administrative expenses were $17.3 million in six months ended June 30, 2006, an increase of $5.3 million, o
44.2%, as compared to $12.0 million in the six months ended June 30, 2005. As a percentage of revenue, general and administrat
expenses increased from 15.1% of revenues in 2005, to 18.7% in the 2006 period. Included in general and administrative expense
2006 is $1.4 million for a gift to the widow of the former President and Chief Operating Officer who passed away in 2002. The gift
valued at $0.9 million, consisted of 98,156 shares of the Company’s common stock plus related income taxes (see Note 9 —
Stockholders’ deficit to the Consolidated Financial Statements). Also included in the 2006 results are an additional $0.5 million
accrual associated with the liquidated damages provision in the registration rights agreement reserved in Note 10 — Commitments
contingencies to the Consolidated Financial Statements and $0.8 million year to date expenses in our customer relationship
management implementatioRactors for the 3.6 percentage point (pp) increase in general and administrative include:

Margin change
2006 vs. 2005

Stock gift to the widow of the former President 1.50p
Liguidated damages provision accrual 0.5
Stock option compensation warrant expense 0.4
Costs associated with customer relations management system installation 0.9
Other general and administrative expenses, net 0.3
— 36pp
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Loss from operations

We incurred a loss of $9.2 million from operations in the six months ended June 30, 2006, compared to a loss of $2.1 millic
from operations in the comparable 2005 period. Our increase in revenue of 16.5% was offset by a 24.8% increase in operating
expenses. Higher operating costs as discussed above and unfavorable timing differences were the primary drivers for the margin
decline.

Other income
Other income in 2006 was $0.9 million compared to $0.5 million in 2005.

Interest income, net, increased by $0.8 million to $0.8 million as a result of the larger cash and cash equivalents balance
resulting from increased course registration receipts, proceeds from the real estate investment sales and stock offering in 2005,
coupled with a reduced long term debt outstanding.

We recognize deferred tax assets and liabilities, at enacted income tax rates, based on the temporary differences between
financial reporting basis and the tax basis of our asset and liabilities. We include any effects of changes in income tax rates or tax |
in the provision for income taxes in the period of enactment. When it is more likely than not that a portion or all of a deferred tax as
will not be realized in the future, we provide a corresponding valuation allowance against the deferred tax asset.

Net loss

Net loss in the six months ended June 30, 2006 amounted to $8.4 million, compared to a net loss of $1.3 million for the six
months ended June 30, 2005. The decrease in earnings from operations and the aforementioned stock gift contributed to the net Ic
for 2006 period.

Liquidity and Capital Resources at June 30, 2006

Our capital requirements consist primarily of working capital and capital expenditures. Historically, we have funded our
working capital and capital expenditures using cash and cash equivalents on hand. Cash, cash equivalents and restricted cash inc
by $11.2 million to $49.9 million as of June 30, 2006 from December 31, 2005 and by $28.5 million from June 30, 2005. Cash
generation from operations, proceeds from the sale of non—core investments and the sale of common stock were the primary reas
for the year over year improvement with respect to cash generation.

Cash provided by operations was $14.2 million versus $8.9 million in six months ended June 30, 2006 and 2005,
respectively. The increase is primarily attributable to cash received on courses and products, evidenced by the increase in deferrec
revenue of $24.5 million, offset by an increase in deferred course expenses of $2.1 million and the net loss of $8.4 million.

Cash provided by investing activities was $0.7 million in 2006, as compared to $1.0 million for the same period last year. Ir
the first half of 2006, we collected $1.7 million in principal payments on a note receivable, offset by $0.9 million in capital
expenditures, primarily in connection with hardware and software associated with our customer relationship management system. '
will deploy excess capital to invest in property and equipment in future periods for expansion, computer and software upgrades an
geographic expansion. We will continue to pursue opportunistic, strategic acquisitions.

Cash used in financing activities amounted to $4.8 million in the in the six months ended June 30, 2006 versus $0.4 millior
in the same period in 2005. The primary reason for the change was $5.1 million distributed to our Chairman and Chief Executive
Officer in connection with the sale of his common stock in December 2005 whereby we temporarily reserved the funds in
December 2005 and issued the proceeds in January 2006. In the first half of 2006 we received $1.0 million from the exercise of stc
options.

Restricted cash balances, consisting primarily of funds on deposit with credit card processors, were $6.7 million at June 3C
2006 and $5.4 million at December 31, 2005. At June 30, 2006 and December 31, 2005, we had used letters of credit to secure
merchant accounts and certain state bonding

37

Source: WHITNEY INFORMATION , 10-Q, August 14, 2006



requirements aggregating $1.3 million, respectively, which are supported by certificates of deposit which earn interest rates ranging
from 2.9% to 3.7%. The majority of our cash equivalents are invested in short term, liquid, investment grade commercial paper witt
yields ranging between 5.1% and 5.4%.

Historically, we have been able to fund all of our operations primarily through existing working capital.

As a result of a significant and growing deferred revenue balance, our working capital deficit will continue to grow. We
intend to continue to use working capital for operating purposes. We may establish a credit facility to support our growth strategy.
From time to time, we evaluate potential acquisitions of business products or technologies that complement our business. To the
extent that resources are insufficient to fund future activities, we may need to raise additional funds. However, there can be no
assurance that additional funding, if needed, will be available. If adequate funds are not available on acceptable terms, we may be
unable to expand our business, develop or enhance our products and services, take advantage of future opportunities or respond t
competitive pressures, any of which could have a material adverse effect on our business, operating results and financial condition

The following reflects our commitments for debt and other commitments as of June 30, 2006 (in thousands):

Operating lease

Debt commitments Total

2006 $ 867 $ 320 $ 1,187
2007 496 320 816
2008 430 143 573
2009 363 147 510
2010 368 104 472
Thereafter 4,372 — 4,372

$ 6,896 $ 1034 $ 7,930

Additionally, in December 2005, we entered into a commitment for a new computer software package. The total commitme
of approximately $2.5 million includes installation, training and support services.

We believe our cash resources are sufficient to fund our operations and growth plans in 2006.

Impact of Inflation

Inflationary factors such as increases in the cost of labor directly affect our operations. Most of our leases provide for
cost-of-living adjustments and require us to pay taxes, insurance and maintenance expenses, all of which are subject to inflation.
Additionally, our future lease costs for new facilities may include potentially escalating costs of real estate and construction. There
no assurance that we will be able to pass on increased costs to our customers.

Depreciation expense is based on historical cost of fixed assets, and is therefore potentially less than it would be if it were
based on current replacement cost. While property and equipment acquired in prior years will ultimately have to be replaced at higl
prices, it is expected that replacement will be a gradual process over many years.
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ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

€)) We maintain disclosure controls and procedures designed to provide reasonable assurance that information reqt
to be disclosed in our reports under the Securities and Exchange Act of 1934, as amended, is recorded, processed, summarized a
reported within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and communicat
to our management, including our chief executive officer and chief financial officer, as appropriate, to allow timely decisions
regarding required disclosure. Our management, with the participation and oversight of our chief executive officer and chief financi
officer, evaluated the design and effectiveness of our disclosure controls and procedures as of the end of the period covered by thi
report. In conducting this evaluation, several material weaknesses were identified in our internal control over financial reporting
relating to timely account reconciliations, preparation and review of financial statements and disclosures, accounting for foreign
currency, deferred revenue, inventory valuation, and recordkeeping for equity incentive awards and agreements. Specifically, our
personnel lacked sufficient knowledge and experience and did not have appropriate oversight. The Company’s accounting departn
has experienced significant turnover at various levels. This turnover and abilities of these personnel have contributed to the interna
control issues described above.

On the basis of these findings, our Chief Executive Officer and our Chief Financial Officer have concluded that our
disclosure controls and procedures were not effective, as of the end of the period covered by this report. In connection with the 20(
audit of our Consolidated Financial Statements, our independent registered public accounting firm issued a management letter whi
noted that we had the material weaknesses described above in our internal control over financial reporting. These deficiencies
included:

e Errors in deferred revenue and revenue recognition were noted. The Company places excessive reliance on its syster
certain circumstances without adequate review over systems and processes.

e Ageneral lack of review over the accounting and reporting functions and inadequate reconciliation procedures exist in
many areas of the accounting function.

¢ Inadequate EDP controls including general access controls.

¢ The Company does not currently maintain complete records and adequate supporting documentation over stock optio
and warrants.

e The Company’s calculation of foreign currency translation adjustments contained errors.
e The Company does not have adequate procedures to provide for inventory obsolescence.

These material weaknesses are a result of a lack of sufficient and qualified personnel over the accounting and reporting
function, a lack of formalized processes and procedures over key areas in the accounting and reporting functions, and inadequate
supervision and review over the financial reporting function.

(b) Subsequent to identifying the material weaknesses in our internal control over financial reporting, we initiated
several corrective actions to address these internal control deficiencies. We will continue to evaluate the effectiveness of our
disclosure controls and internal controls and procedures on an ongoing basis, taking corrective action as appropriate. Thus far in 2
we hired an experienced Chief Financial Officer. In addition, we hired or appointed a Chief Financial Officer for our EduTrades
division, a Director, Corporate Accounting, a Director, Accounting Operations, a Director, Financial Systems, a
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Director, Sarbanes—Oxley Compliance and Implementation, a Director, Planning and Analysis and a Vice President, Strategy and
Business Development. We are also actively recruiting for several new positions that have been approved by the Board of Director
the areas of financial reporting, financial planning and analysis, financial systems and continued upgrades in the Controller’s
department. In the interim, we have retained the services of two certified public accountants and other accounting professionals to
assist in the preparation of our Consolidated Financial Statements until the positions are filled.

To address the formerly disclosed material weaknesses in the bank reconciliation process we have implemented several
controls to ensure accuracy and completeness in the reconciliations to properly support the recorded balance in the general ledger
These new controls have been designed and are operating adequately. We also upgraded our current accounting and financial
reporting systems.

Although the above mentioned steps are beginning to correct the noted deficiencies, we cannot be certain that our efforts t
improve our internal controls will be successful or that we will be able to maintain adequate controls over our financial processes al
reporting in the future. We may be hampered in this regard by our current level of staffing or our current accounting system. Any
failure to develop or maintain effective controls, or difficulties encountered in the effective improvement of our internal controls,
could harm our operating results, cause us to fail to meet our reporting obligations, result in misstatements in our Consolidated
Financial Statements or cause investors to lose confidence in our reported financial information, which would likely have a negative
effect on the trading price of our common stock.

In addition, the efforts to improve our internal controls could require us to expand significant time and management resourt
or make other substantial changes. If our internal controls are deemed to be inadequate, or if other unforeseen events occur, our
external auditors could resign, leading to a delay in the preparation of our financial statements and an increase in our audit fees. If
were required to obtain new external auditors, those auditors could require a lengthy period to become familiar with our operations
The process of retaining new external auditors could also limit our access to the capital markets for an extended period of time.

Based on current SEC guidance related to the Sarbanes—Oxley Act for nonaccelerated filers, we will comply with the
management assessment of internal controls over financial reporting as required by Section 404(a) of Sarbanes—Oxley for our fisc:
year beginning on or after December 16, 2006. We anticipate that we will become an accelerated filer in 2007 and therefore we wi
be required to comply with these requirements for the year ending December 31, 2007.
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PART Il

ITEM 1. LEGAL PROCEEDINGS

The Company is not a party defendant in any material pending or threatened litigation and to its knowledge, no action, suit or
proceedings has been threatened against its officers and its directors.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

There were no unregistered sales of equity securities by the Company.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

There are no senior securities issued by the Company.

ITEM 4. SUBMISSION OF MATTERS TO VOTE OF SECURITY HOLDERS

No matter was submitted during the three months ended June 30, 2006 to a vote of security holders, through the solicitation of pro:
or otherwise.

ITEM 5. OTHER INFORMATION
None

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(&) Exhibit No. Description
31.1 Certification of Periodic Report—Chairman and Chief Executive Officer
31.2 Certification of Periodic Report—-Chief Financial Officer
32.1 Certification of Periodic Report—-Chairman and Chief Executive Officer
32.2 Certification of Periodic Report—Chief Financial Officer

(b) Reports on Form 8-K
The following reports were filed on Form 8-K during the current year, not previously reported.

None
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, we have caused this Report to be signed on our behalf by the
undersigned, thereunto duly authorized.

WHITNEY INFORMATION NETWORK, INC.

Dated: August 14, 2006 By: /s/ Russell A. Whitney
Russell A. Whitney
Chairman of the Board and Chief Executive
Officer

In accordance with the Exchange Act, this Report has been signed below by the following persons on our behalf and in the
capacities and on the dates indicated:

Signature Title Date
/sl Russell A. Whitney Chairman of the Board and August 14, 2006
Russell A. Whitney Chief Executive Officer
/sl Nicholas S. Maturo President and Chief Operating Officer August 14, 2006
Nicholas S. Maturo
/s/ Alfred R. Novas Chief Financial Officer August 14, 2006
Alfred R. Novas
/s/ Ronald S. Simon Executive Vice President, Secretary and August 14, 2006
Ronald S. Simon Director
/sl Frederick A. Cardin Director August 14, 2006

Frederick A. Cardin

/sl Chester P. Schwartz Director August 14, 2006
Chester P. Schwartz

/sl Stephen L. Cootey Director August 14, 2006
Stephen L. Cootey

/sl Anthony B. Petrelli Director August 14, 2006
Anthony B. Petrelli
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EXHIBIT 31.1
Certification Pursuant to Rule 13a-15(e)/15d-15(e)
I, Russell A. Whitney, the Chief Executive Officer of Whitney Information Network, Inc. (the “Company”), certify that:
1. | have reviewed this quarterly report on Form 10-Q of the Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading wi
respect to the period covered by this quarterly report;

3. Based on my knowledge, the consolidated financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, the peri
presented in this quarterly report;

4. The Registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the Registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under ¢
supervision, to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to
by others within those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness of the issuer’s disclosure controls and procedures and presented in this report our conclusions ab
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evalu
and

c) disclosed in this report any change in the issuer’s internal control over financial reporting that occurred during the issuer’s mos
recent fiscal quarter (the issuer’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably
likely to materially affect, the issuer’s internal control over financial reporting; and

5. The Registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the Registrant’s auditors and the Audit Committee of Registrant’s Board of Directors (or persons performing t
equivalent function):

a) all significant deficiencies in the design or operation of internal controls over financial reporting which are reasonably likely to
adversely affect the Registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant
internal control over financial reporting.

Dated: August 14 2006

/s/ Russell A. Whitney
Name: Russell A. Whitney
Title: Chairman of the Board and Chief Executive Officer
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EXHIBIT 31.2
Certification Pursuant to Rule 13a-15(e)/15d-15(e)
I, Alfred R. Novas, the Chief Financial Officer of Whitney Information Network, Inc. (the “Company”), certify that:
1. | have reviewed this quarterly report on Form 10-Q of the Company;

2. Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a matet
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not misleadir
with respect to the period covered by this quarterly report;

3. Based on my knowledge, the consolidated financial statements, and other financial information included in this quarterly repor
fairly present in all material respects the financial condition, results of operations and cash flows of the Registrant as of, and for, th
periods presented in this quarterly report;

4. The Registrant’s other certifying officers and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the Registrant and have:

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under ¢
supervision, to ensure that material information relating to the Registrant, including its consolidated subsidiaries, is made known to
by others within those entities, particularly during the period in which this quarterly report is being prepared;

b) evaluated the effectiveness of the issuer’s disclosure controls and procedures and presented in this report our conclusions ab
the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evalu
and

c) disclosed in this report any change in the issuer’s internal control over financial reporting that occurred during the issuer’'s mos
recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the issuer’s internal control over financic
reporting; and

5. The Registrant’s other certifying officers and | have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the Registrant’s auditors and the Audit Committee of Registrant’s Board of Directors (or persons performing t
equivalent function):

a) all significant deficiencies in the design or operation of internal controls over financial reporting which are reasonably likely to
adversely affect the Registrant’s ability to record, process, summarize and report financial information; and

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the Registrant
internal control over financial reporting.

Dated: August 14, 2006

[s/ Alfred R. Novas
Name: Alfred R. Novas
Title: Chief Financial Officer
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EXHIBIT 32.1
Certification Pursuant to 18 U.S.C. Section 1350, As Adopted
Pursuant to Section 906 of The Sarbanes — Oxley Act of 2002

In connection with the Quarterly Report of Whitney Information Network, Inc., (the “Company”) on Form 10-Q for the period ended
June 30, 2006 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), |, Russell A. Whitney, the
Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes—Oxley Act of 2002, that:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the consolidated financial condition and
consolidated results of operations of the Company.

Dated: August 14, 2006

/s/ Russell A. Whitney
Name: Russell A. Whitney
Title: Chairman of the Board and Chief Executive Officer
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EXHIBIT 32.2
Certification Pursuant to 18 U.S.C. Section 1350, As Adopted
Pursuant to Section 906 of The Sarbanes—Oxley Act of 2002

In connection with the Quarterly Report of Whitney Information Network, Inc., (the “Company”) on Form 10-Q for the period ended
June 30, 2006 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), |, Alfred R. Novas, the Chi
Financial Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes—Oxley Act of 2002, that:

(1) the Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2) the information contained in the Report fairly presents, in all material respects, the consolidated financial condition and
consolidated results of operations of the Company.

Dated: August 14, 2006

/sl Alfred R. Novas
Name: Alfred R. Novas
Title: Chief Financial Officer
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